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Budget Function

Budget Subfunction

Sample Citation

Natural Resources and Environment

Recreational Resources

Report Number/
Document Date

Problem With Serious Implications

CED-82-48, 03/10/82

Illegal and Unauthorized Activities on Public Lands—A

Background

GAO reviewed the federal role in pro-
viding outdoor recreation in Califormia
and Oregon.

Findings

GAO noted that field officials at select-
ed locations of the Bureau of Land
Management (BLM) and the Forest
Service are not always effectively
enforcing laws relating to 1llegal and
unauthorized activities on public lands.
Although the magnitude and sericus-
ness of crimes such as burglary and
larceny, marihuana cultivation, timber
thefts, and trespassing are not fully
known, available evidence indicates
that such activities are widespread and
increasing on BLM and Forest Service
lands. Field officials of the National
Park Service (NPS) are doing a bet-
ter job of enforcing laws and regula-
tions; nevertheless, there is currently
an increase in crimes againat people
and their property. In each of the three
agencies, management constraints such
as travel, vehicle, and duty restric-
tions limit efficient and effective Iaw
enforcement activities. Limited agency
resources and the remoteness of the

Recommendations to Agencies

land contribute to the rise of 1llegal
and unauthorized activities. However,
the agencies’ top management did not
believe that a serious problem existed.
This was due, in part, to a lack of
information on these kinds of activities
on the public lands managed by the
agencies nationwide. The Department
of the Interor has not developed an
effective, uniform, and timely manage-
ment information system as GAO pre-
viously recommended. The information
gystem of the Forest Service 18 new,
thus statistics are mot yet available for
the entire nation

Open Recommendations to
Agencies

The Secretaries of the Interior and
Agniculture should direct the heads
of the land management agencies to
establish and effectively implement law
enforcement information systems that
provide t with ial and
reliable reporting information on the
seriousness and extent of crime on pub-
lic lands. Such systems are vital to
supervising and controlling law enforce-
ment efforts.

Status: Action in process. Estimated

completion date: 12/86. All of the Forest

Service regions have completed bring-
ing the Law Enforcement Management
and Reporting System (LEMARS) on-
line. About 75 percent of the regions
are now reporting crime information
through the system and the Forest
Service is working to get the other
regions to start reporting informa-
tion through the LEMARS system by
December 1987.

Target: Department of Agriculture

Status: Action in process. Estimated
completion date: 12/86. Interior’s sys-
tems are being developed by various
agenciea, For example, BLM adopted
its California State office system as

the mainframe for a national system
The developmental phase of the sys-
tem was scheduled for completion by
October 1, 1986, but this date was

not met because of nsufficient funds.
However, funds have been secured for
FY 1987.

Target: Department of the Interior

Recommendation
Status
Status Com t

Recommendation Target Agency
(when more than one target)



Administration of Justice

ADP Acquisitions: Immigration and Naturalization
Service Should Terminate Its Contract and Recompete

IMTEC-86-5, 03/20/86

Background

GAO reviewed the Immigration and
Naturalization Service’s (INS) man-
agement of automatic data proc-
essing (ADP) to evaluate its ongoing,
maultimillion-dollar computer systems
acquisition.

Findings

GAO found that INS: (1) violated
procurement regulations by conducting
additional negotiations with the pro-
posed awardee in late-night meetings,
which resulted in the awardee reduc-
ing its best and final offer; (2) favor-
ably evaluated the proposed awardee’s
offer of a decentralized system while
it downgraded the other offerer’s pro-
posal for the centralized system it had
specifically stated that it required; (3)
evaluated the equipment price offers
on the basis of lease-with-option-to-
purchase, then awarded the contract
on an installment-purchase basis, even
though the other comparable offer was
at least $1.8 million lower; and (4)
violated the terms of its delegation
of procurement authority by accepting
changes in the size and configuration of
the system that increased contract costs
to over $11 million more than author-
ized. Although the other firm eventual-
ly negotiated an out-of-court settlement
to perform the contract, it installed the
original company’s proposed equipment
under the same terms and costs in the
original contract. INS modified the con-
tract to incorporate the new awardee’s
fees, which resulted in prices exceed-
ing both the originally awarded and

published list prices. The payment of
higher-than-list prices contrasts with
both commercial and federal practices.
Although it was urged to cease order-
ing equipment against the current con-
tract and recompete its computer needs,
INS renewed its agreement for fiscal
year (FY) 1986. GAO believes that the
continuation of the contract and the
absence of documented computer needs
is a material contrel weakness.

Open Recommendations to
Congress

To ensure that INS makes no fur-
ther unwise expenditures for automa-
tion, Congress should make the INS FY
1987 appropriation for computer acqui-
sitions contingent on implementation
of recommendations to the Attorney
General.

Status: Action in process.

Open Recommendations to
Agencies

To ensure that valid INS comput-

er needs are met expeditiously, but
at the lowest reasonable cost to the
government, the Attorney General
should direct the Commissioner, INS,
to reassess, justify, and document cur-
rent and projected INS ADP require-
ments and translate those requirements
into a long-range, documented strategy.
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The reassessment should result in a
clarification of INS equipment needs.

Status: Action in process. Estimated
completion date: 12/86. INS contracted
with FEDSIM for a complete require-
ments study.

To ensure that valid INS computer
needs are met expeditiously, but at
the lowest cost to the government,
the Attorney General should direct
the Commissioner, INS, to competi-
tively procure the automation needs
outlined by this strategy and termi-
nate its contract with the current con-
tractor, including that equipment cur-
rently under lease.

Status: Action not yet initiated. INS
is committed to a recompetition. Actual
recompetition will be subject to com-
pletion of the FEDSIM study.

To ensure that valid INS computer
needs are met expeditiously, but at
the lowest reasonable cost to the gov-
ernment, the Attorney General should
direct the Commissioner, INS, to report
ADP procurement as a material control
weakness under the Federal Managers’
Financial Integrity Act (FIA).

Status: Action not yet initiated. The
INS report under FIA, due on December
31, 1986, will reflect the results of their
assessment.

GAO/OIRM-87-1 Recommendations



Administration of Justice

Federal Correctional Activities

Presentence Evaluations of Offenders Can Be More
Responsive to the Needs of the Judiciary

GGD-85-14, 04/09/85

Background

In order to report on how presen-
tence psychiatric evaluations can be
improved, GAO reviewed 157 cases
where offenders were committed to the
Federal Prison System for observation
and study and 83 local studies ordered
during fiscal year 1981.

Findings

GAO found that the observation and
study process has not been as useful
as it could be because the Judicial
Conference of the United States and
the Federal Prison System have not:
{1) established criteria for the selec-
tion of appropriate cases for observa-
tion and study; (2) developed and dis-
seminated guidance on the types of
questions that experts can be expected
to answer; and (3) established a sys-
tem to evaluate whether studies have
met the needs of the district courts,
GAO found that judges did not provide
study objectives and referral questions
in 76 of the 157 cases it examined.
In addition, GAO found that about
78 percent of all studies ordered in
fiscal year 1981 were performed by the
Federal Prison System. GAO also found
that the average cost of Federal Prison
System studies was approximately twice
the cost of local studies, and Federal
Prison System studies took approxi-
mately twice as long to complete. For
over 10 years, the Parole Commission
has believed that its involvement in the
studies for youthful offenders should be
terminated. However, the enactment
of the Comprehensive Crime Control
Act should make a number of changes
which should improve the process.

Open Recommendations to
Agencies

The Judicial Conference, through the
Administrative Office of the U.S. Courts
and the Federal Judicial Center, and
the Attorney General, through the
Federal Prison System, should form

a partnership to develop criteria for
the selection of cases appropriate for
observation and study.

Status: Action not yet initiated.
Justice will not act on this recom-
mendation until the U.S. Sentencing
Commission completes the development
of the sentencing guidelines in 1987,

Target: Department of Justice

Status: Action not yet initiated. The
Judicial Conference will not act on
this recommendation until the U.S.
Sentencing Commission completes the
development of the sentencing guide-
lines in 1987.

Target: Judicial Conference of the
United States

The Judicial Conference, through the
Administrative Office of the U.S. Courts
and the Federal Judicial Center, and
the Attorney General, through the
Federal Prison System, should form a
partnership to develop and disseminate
guidance to district courts on the types
of questions that clinical experts can
be expected to answer.

Status: Action not yet initiated.

Justice will not act on this recom-
mendation until the U.S. Sentencing
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Commission completes the development
of the sentencing guidelines in 1987.

Target: Department of Justice

Status: Action not yet initiated. The
Judicial Conference will not act on
this recommendation until the U.S.
Sentencing Commission completes the
development of the sentencing guide-
lines in 1987.

Target: Judicial Conference of the
United States

The Judicial Conference, through the
Administrative Office of the U.S. Courts
and the Federal Judicial Center, and
the Attorney General, through the
Federal Prison System, should form a
partnership to establish a system for
regular evaluation of whether the stud-
ies performed for the district courts are
responsive to their needs.

Status: Action not yet initiated.
Justice will not act on this recom-
mendation until the U.S. Sentencing
Commission has completed the devel-
opment of the sentencing guidelines in
1987,

Target: Department of Justice

Status: Action not yet initiated. The
Judicial Conference will not act on
this recommendation until the U.S.
Sentencing Commission has complet-
ed the development of the sentencing
guidelines in 1987.

Target: Judicial Conference of the
United States

GAO/OIRM-87-1 Recommendations



Administration of Justice

Federal Correctional Activities

UNICOR Products: Federal Prison Industries Can Further
Ensure Customer Satisfaction

GGD-86-6, 11/01/85

Background

Pursuant to a congressional request,
GAOQ examined the operations of the
Federal Prison Industries (UNICOR) to
determine whether improvements were
needed in: (1) setting and maintaining
prices for its products and services; (2}
staying abreast of and dealing with
customer problems; and (3) granting
clearances for federal agencies to buy
elsewhere.

Findings

GAO found that UNICOR was not
doing the market checks that its pric-
ing policy requires to ensure compliance
with the law requiring that its prices
do not exceed market prices. Neither
UNICOR policy nor federal regulations
define market prices or how they should
be determined. Some UNICOR officials
stated that the checks were not being
performed because of: (1) lack of time
and staff; (2) difficulties in finding
comparable items and identifying dif-
ferences in product specifications; and
(3) difficulty in getting data from some
private-sector firms. Although agency
officials had mixed views, most of
the customers contacted had few com-
plaints about the prices and products.
In addition, the prices reviewed did
not exceed the highest price charged
or quoted. However, UNICOR contin-
ues to have problems implementing its
cost accounting system since job cost
data are needed to facilitate assessing

and setting prices and evaluating fac-
tory performance. GAO found that data
on customer complaints indicated that
UNICOR customers were not experi-
encing significant problems. However,
a standard complaint form will be used
to: (1) facilitate reporting by product
divisions and factories; (2) stay abreast
of the level of complaints; and (3)
identify recurring or systematic prob-
lems. GAO also found that two-thirds
of the clearances granted were issued
within 10 days of the date UNICOR
received the order. GAO believes that
the clearance process could be avoided
by improving corporate catalogs to note
special products which it does not make
and products which do not require a
clearance.

Open Recommendations to
Agencies

The Attorney General should direct
the Commissioner, UNICOR, to define
current market price for its products
and services. UNICOR should provide
guidance on such things as how many
prices need to be checked or attempts
made to check prices, how frequently
prices need to be checked, and what
factors should determine where, within
the price range, the UNICOR price
should fall.

Status: Action taken not fully
responsive. A price documentation
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checklist was developed. Justice stated

that this serves to define market price.

It does, in part, identify numbers, dates,
and sources of market prices. However,
it does not address frequency of checks,
number of prices to be checked, or how
the UNICOR price should be calculated.

The Attorney General should direct the
Commissioner, UNICOR, to reduce the
number of situations requiring clear-
ances by adding to the UNICOR cat-
alogs, wherever feasible, a description
of product types it does not manufac-
ture or plan to manufacture but which
are frequently requested by customers.
The catalog should contain a statement
indicating that items identified as not
manufactured do not require a clear-
ance. Also, UNICOR should notify its
employees that clearances should not
be prepared for items UNICOR does
not make.

Status: Recommendation valid/action
not intended. Justice disagreed with
this recommendation and believes that
it would be difficult and costly to
maintain up-to-date catalogs. Justice
also believes that its present system
allows it to identify new potential
products.

GAO/QOIRM-87-1 Recommendations



Adminisiration of Justice

Federal Law Enforcement Activities

U.S. Marshals Can Serve Civil Process and Transport
Prisoners More Efficiently

GGD-82-8, 04/22/82

Background

GAOQO examined the operations of the
U.S. Marshals Service and evaluated
its efforts to serve civil process for pri-
vate litigants and to transport federal
prisoners between judicial districts.

Findings

Marshals have been required by law to
serve civil process when directed by the
courts. Civil process is served and fees
are charged in accordance with judicial
rules and federal statutes which are
causing the process-serving function to
be uneconomical and inefficient. Rule 4
of the Federal Rules of Civil Procedure
governs the service of process and caus-
es marshals to be excessively involved
with the performance of this function.
It also restricts the use of certified
mail, an efficient method of service for
summonses and complaints. Although

recent changes have been made to
Rule 4 to broaden the range of peo-
ple with blanket authorization to serve
civil process and the ability of courts
to specifically appoint persons to serve
civil process, these changes have not
had a significant impact. Rule 4 allows
the use of certified mail to serve sum-
monses and complaints to individuals,
business concerns, and unincorporated
associations. However, most states do
not specifically allow the routine use
of certified mail to serve civil sum-
monses and complaints. GAO found
that certified mail was an effective and
efficient method of service and did not
hamper court operations. In an effort to
reduce the cost of transporting feder-
al prisoners across federal judicial dis-
trict boundaries, the National Prisoner
Transportation System was developed.
However, it is not being used to its full
potential, which results in unnecessary
transportation costs and danger to the
public.

Open Recommendations to
Congress

Congress should revise 28 U.S.C. 1921
to give the Attorney General authority
to periodically revise the fees that mar-
shals charge for serving civil process
for private litigants in federal court.

Status: Action in process.

Congress should require that the estab-
lished fees provide full recovery of mar-
shals’ actual operating costs to serve
private civil process exclusive of the
costs incurred to serve process for indi-
gents.

Status: Action in process.

Federal Law Enforcement Activities

Better Care and Disposal of Seized Cars, Boats, and Planes
Should Save Money and Benefit Law Enforcement

PLRD-83-94, 07/15/83

Background

GAO reported on the government’s stor-
age, care, and use of vehicles, vessels,
and aircraft that are seized and forfeited
for transporting controlled substances
and illegal aliens.

Findings

GAO found that seized conveyances
are normally held by law enforcement
agencies for prolonged periods await-
ing forfeiture to the government, dur-
ing which time they receive little care,
maintenance, or protection. GAO noted
that, when the conveyances are sold,
they often sell for only a fraction of
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their appraised value at seizure, largely
because of their poor condition and inef-
fective federal sales practices. Further,
if the agencies acquire the forfeited
conveyances for their official use, they
usually have high startup and contin-
ual repair costs. GAO also noted that
storage problems with seized property
have periodically hindered law enforce-

GAO/OIRM-87-1 Recommendations



Administration of Justice

ment efforts. GAO concluded that these
problems, if not resolved, will likely
become more extensive as the use of
seizure as a means of fighting crime
increases.

Open Recommendations to
Agencies

The Secretary of the Treasury and the
Attorney General should: (1) establish
information systems to measure the
effectiveness of their agencies’ man-
agement of seized property, including
forfeiture time frames, conveyance val-
ues at seizure, appraisal source, sales
return, sales return as a percentage of
seizure valuation, storage and main-
tenance costs, and incidents of dete-
rioration, vandalism, and theft; and
(2) institute policies that require prop-
erty managers to consider the costs of
property devaluation and lower sales
returns in addition to the direct costs
for security, storage, and maintenance,

when determining the extent and qual-
ity of care to be provided for seized
property.

Status: Action in process. The
current GAO review of seized cash
indicates that weaknesses continue in
Drug Enforcement Administration and
Customs Service information systems,
along with other policy and procedural
weaknesses. Reviews should be com-
pleted in mid-1987.

Target: Department of the Treasury

Status: Action in process. The
Comprehensive Crime Control Act of
1984: (1) raised the forfeiture limit for
conveyances; (2) established funds from
forfeited conveyances to store, main-
tain, and dispose of other conveyances;
and (3) increased reporting require-
ments. It is being implemented.

Target: Department of Justice

The Secretary of the Treasury, to reduce
the Customs Service’s lengthy forfeiture
process, should: (1) adopt procedures for
notifying owners that their property
has been seized and requesting that

titles and contracts be submitted with
the petitions for return of the property;

(2) require petitioners seeking return
of seized property to state the basis
on which such claims are made, pro-
vide available evidence to support such
claims, and provide proof of ownership
or interest to assist the agency in con-
ducting its investigations; (3) reduce
the time frames for petitioners to post
claims and for Customs to investigate
petitions; and (4) reduce the review
levels for property valued over $25,000.

Status: Action in process. The
Comprehensive Crime Control Act of
1984: (1) raised the forfeiture limit for
conveyances; (2) established funds from
forfeited conveyances to store, main-
tain, and dispose of other conveyances;
and (3) increased reporting require-
ments.

Federal Law Enforcement Activities

Selling Abandoned Merchandise: How the U.S. Customs
Service Could Increase Revenues

GGD-83-79, 09/30/83

Background

GAO evaluated the U.S. Customs
Service’s program for the disposal of
merchandise which was abandoned for
more than a year by importers and
stored by Customs in public or private
warehouses.

Findings

GAO found that Customs could increase
the net sale proceeds of its auctions
of abandoned merchandise by revis-
ing procedures and strengthening pro-
gram controls. A review of five auc-
tions showed that: (1) a shorter stor-
age period would have reduced storage
expenses and increased net revenues by

$71,131 if the merchandise could have
been sold 6 months sooner, or $94,093

if it could have been sold 9 months
sooner; (2) Customs incurred addition-
al storage costs of $335,870 because
it did not remove merchandise from
storage when the 1-year storage period
expired because of staff shortages; and
(3) Customs could have realized addi-
tional duties of about $8,060 if it had
better implemented existing procedures
for collecting and disposing of proceeds
from the sale of bonded merchandise.

Open Recommendations to
Agencies

The Secretary of the Treasury should
draft and submit legislation to amend
section 491(a) of the Tariff Act of 1930,
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19 U.S.C. 1491(a), to reduce the 1-
year period that unclaimed imported
merchandise must remain in Customs’
custody before it is considered aban-
doned by the government.

Status: Action in process. Customs
drafted legislation to amend section
491(a) of the Tariff Act of 1930.
Treasury submitted the legislation to
Congress in the Customs Enforcement
Act of 1986, The Committee deleted the
language addressing the recommenda-
tion when it changed the act to the
International Drug Traffic Enforcement
Act. Since no action was taken, legis-
lation must be reintroduced in the new
Congress.

GAO/OIRM-87-1 Recommendations
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Federal Law Enforcement Activities
Justice Needs Better Controls Over Payment of Witness

Fees

GGD-84-61, 07/12/84

Background

GAO reviewed how three U.S. attor-
ney’s offices and three U.S. Marshals
Service offices manage the use of and
payments to fact witnesses and to
experts who testify at trials or in non-
trial activities.

Findings

GAO found that Department of Justice
policy regarding the approved use of
and payments to fact witnesses is not
being followed, and fact witness pay-
ments are being processed and paid by
the U.S. marshals offices without prop-
er certification. Further, payments to
some expert witnesses are not in compli-
ance with Justice guidelines. Regarding
expert consultants who assist with non-
trial activities, no clear Justice guid-
ance exists to help U.S. attorneys and
marshals in calculating their compen-
sation.

Open Recommendations to
Agencies

The Attorney General should direct
the Justice Management Division to
develop guidance for U.S. attorneys and
marshals to use in negotiating fees and
naking payments to experts who are
used in nontrial activities.

Status: Action in process. Justice
is presently preparing a department-
al order setting forth the policies and
procedures for payment of witness fees,
As of November 24, 1986, the draft
order was circulated for comment with-
in Justice.

The Attorney General should empha-
size the need to comply with approval
and payment policies by directing U.S.
attorney’s and U.S. marshals offices per-
sonnel that all fact witness claims must
be properly completed before payments
are made and must include approved
certifying signatures.

Status: Action in process. Justice
is presently preparing a department-
al order setting forth the policies and
procedures for payment of witness fees.
As of November 24, 1985, the draft
order was circulated for comment with-
in Justice.

The Attorney General should empha-
size the need to comply with approval
and payment policies by directing U.S.
attorney’s and U.S. marshals offices
personnel that departmental approval
must be obtained prior to obtaining the
services of expert witnesses.

Status: Action in process. Estimated
completion date: 10/86. A June 1984
draft order delegates authority to assis-
tant attorneys general of the legal divi-
sions and the Director, Executive Office
of U.S. Attorneys, to approve the use of
expert witnesses. Prior Justice approval
would not be required for negotiating
and awarding contracts of $2,500 or
less. As of November 24, 1986, the
draft order was circulated for comment
within Justice.

The Attorney General should empha-
size the need to comply with approval
and payment policies by directing U.S.
attorney’s and U.S. marshals offices
personnel that expert witnesses must be
paid only by the Justice Management
Division.
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Status: Action in process. Justice
is presently preparing a department-
al order setting forth the policies and
procedures for payment of witness fees.
As of November 24, 1986, the draft
order was circulated for comment with-
in Justice.

The Attorney General should empha-
size the need to comply with approval
and payment policies by directing U.S.
attorney’s and U.S. marshals offices
personnel that fees paid to experts used
for nontrial purposes must be in com-
pliance with Justice policies once they
are promulgated.

Status: Action in process. Justice
is presently preparing a department-
al order setting forth the policies and
procedures for payment of witness fees.
As of November 24, 1986, the draft
order was circulated for comment with-
in Justice.

The Attorney General should require
personnel of the U.S. attorney’s and
U.S. marshals offices to make supervi-
sory reviews of payments to fact wit-
nesses to ensure they are accurate and
comply with Justice guidelines.

Status: Action in process. Justice
is presently preparing a department-
al order setting forth the policies and
procedures for payment of witness fees.
As of November 24, 1986, the draft
order was circulated for comment with-
in Justice.

The Attorney General should require
personnel of the U.S. attorney’s and
U.S. marshals offices to routinely notify

GAOQ/OIRM-87-1 Recommendations



Administration of Justice

fact witnesses of their entitlements and
provide each of them a copy of the
Justice Form OBD-2 before they make
their travel arrangements.

Status: Action in process. Justice
is presently preparing a department-
al order setting forth the policies and
procedures for payment of witness fees.

Federal Law Enforcement Activities

As of November 24, 1986, the draft
order was circulated for comment with-
in Justice.

Opportunities for Immigration and Naturalization Service
To Improve Cost Recovery and Debt Collection Practices

GGD-84-86, 07/13/84

Background

GAO reviewed selected revenue-
producing activities of the Immigration
and Naturalization Service (INS) to
determine whether INS is recover-
ing the costs of services provided to
identifiable recipients. GAQ also deter-
mined how effective INS has been at
collecting debts owed the government.

Findings

GAO found that, as of September 1983,
INS had delinquent accounts receivable
amounting to more than $118 million.
Although INS recognizes the need to
more fully recover costs and improve
collection activities and has taken some
corrective actions, it has missed oppor-
tunities. INS can more fully recover
costs for certain services provided to the
airlines and for certain fees related to
applications for immigration benefits.
Also, INS can more effectively and
aggressively bill for and collect debts
owed the government.

Open Recommendations to
Agencies

The Attorney General should direct the
Commissioner, INS, to: (1) review fees
annually and adjust them in accor-
dance with Office of Management and
Budget requirements; (2) review the
adequacy of the $25 maximum charge

for private aircraft and vessel inspec-
tion and, if appropriate, propose legis-
lation to increase it; and (3) work with
the Executive Office for Immigration
Review on implementing proposed fees
for appeals.

Status: Action in process. A draft
final rule responding to the first and
third part of this recommendation is
with the Attorney General GAO will
be preparing an accomplishment report
for about $8 million when final. GAO
is following up on the second part of
this recommendation.

The Attorney General should direct
the Commissioner, INS, to establish
controls to ensure that debts owed
the government are promptly identified,
recorded, and billed.

Status: Action in process. Actions
promised by INS have fallen short of
expectations. GAO is evaluating possi-
ble follow-up action.

The Attorney General should direct the
Commissioner, INS, to establish debt
ceilings and a system to track debt

levels and bond coverage nationwide, by

company, to ensure that bond amounts

are adequate to cover the total potential

loss from company default.
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Status: Action in process. GAO is
currently evaluating agency actions.

The Attorney General should direct
the Commissioner, INS, to require that
bonds from airlines cover liquidated
damages as well as fines.

Status: Action in process. GAO is
currently evaluating agency actions.

The Attorney General should direct
the Commissioner, INS, to demand
payment from surety companies for
breached immigration bonds and delin-
quent debts owed by carriers and,
through the Department of the
Treasury, pursue decertification of
surety companies that fail to pay.

Status: Action in process. GAO is
currently evaluating agency actions.

The Attorney General should direct
the Executive Office for Immigration
Review to work with INS in imple-
menting proposed fees for appeals.

Status: Action in process. A proposed
final rule with the Attorney General
will respond to this recommendation.
Action is expected shortly.

GAO/OIRM-87-1 Recommendations
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Federal Law Enforcement Activities

Bank Secrecy Act: Treasury Can Improve Implementation

of the Act

GGD-86-95, 06/11/86

Background

In response to a congressional request,
GAOQ: (1) reviewed the Department of
the Treasury’s management of the Bank
Secrecy Act of 1970; (2) studied how law
enforcement personnel use the act; and
{3) examined the collection, analysis,
and dissemination of data compiled as
a result of the act.

Findings

GAO noted that the law requires indi-
viduals and institutions to file reports
on: (1) currency transactions exceeding
$10,000; (2) the movement of currency
over $10,000 into or out of the United
States; and (3) those having a financial
interest in or signature authority over
bank accounts, securities, accounts, or
other financial accounts in a foreign
country. GAO found that: (1) Treasury
lacks information about how support-
ing agencies carry out their delegated
duties; (2) Treasury does not know
the extent to which agencies use the
act in their criminal investigations
and prosecutions; (3) between January
1985 and March 1986, the Internal
Revenue Service (IRS) experienced a
major backlog of unprocessed reports;
(4) the Customs Bureau processed its
reports within a month of receipt;
(5) Customs now provides feedback
forms with reports sent to law enforce-
ment agents and has proposed revised
guidelines for disseminating data that
would decrease the time law enforce-
ment officials spend on obtaining cer-
tain types of data; (6) Customs and IRS
are the primary users of the act and its
data in Florida and California; (7) the
Federal Bureau of Investigation and the
Drug Enforcement Administration use
the act and its data in investigations
and prosecutions for crimes other than

currency violations; and (8) Treasury
and the Department of Justice are con-
sidering amending the act’s implement-
ing regulations to clarify the reporting
requirements.

Open Recommendations to
Agencies

The Secretary of the Treasury,
through the Assistant Secretary for
Enforcement, should establish manage-
ment controls aimed at providing more
information to Treasury headquarters
about the activities of the agencies
and bureaus to which it has delegat-
ed authority to implement the Bank
Secrecy Act of 1970. Such controls
would help its headquarters to improve
the implementation of the act and
would provide assurance to its head-
quarters that the primary purpose of
the act, aiding law enforcement officials
in the detection, investigation, and pro-
secution of criminal activities, is being
met.

Status: Action in process. Treasury
instituted an extensive review of all

aspects of implementation and enforce-
ment of the act.

The Secretary of the Treasury, to
improve implementation of the act,
should establish formal reporting pro-
cedures for agencies and bureaus with
act-related duties, which will ensure
that Treasury headquarters regular-
ly receives significant and compara-
ble information about compliance and
enforcement efforts.

Status: Action in process. Treasury
initiated discussions, through the Bank
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Secrecy Act working group, with vari-
ous agencies on the types of statistical
and qualitative information that those
agencies could provide on a quarter-
ly basis to Treasury for its oversight
of compliance activities. Treasury’s
Office of Financial Enforcement will be
required to provide quarterly reports to
the Assistant Secretary of Enforcement.

The Secretary of the Treasury, to
improve implementation of the act,
should develop procedures for referring
financial institutions found in violation
of the act to Treasury for consideration
for a civil review leading to possible
civil penalties.

Status: Action in process. Through
the Treasury Bank Secrecy Act
Enforcement Advisory Group and its
Bank Secrecy Act Working Group,
Treasury is working with the financial
institution supervisory agencies and
other agencies to develop uniform
guidelines for referrals of possible civil
penalty costs to Treasury.

The Secretary of the Treasury, to
improve implementation of the act,
should obtain information from law
enforcement agencies, which would
identify cases when the act or its data
is used in criminal investigations and
prosecutions.

Status: Action in process. Treasury
initiated discussions with law enforce-
ment agencies on the uses to which such
data are put. Treasury will develop for-
mal mechanisms by which significant
information regarding the use of the act
or its data in criminal investigations
and prosecutions could be provided in
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a timely fashion to Treasury and the
Customs Service.

The Secretary of the Treasury, to

improve implementation of the act,
should require Customs to establish
a system for planning its analytical
activities and modifying these plans
based on feedback from law enforce-

ment officials to ensure that Customs’
analyses are meeting the needs of the
law enforcement community.

Status: Action in process. Treasury
initiated a series of discussions with
various federal law enforcement agen-

cies to obtain preliminary information
on the uses to which those agencies
have put Bank Secrecy Act data, and on
the types of feedback mechanisms that
might be created to provide Treasury
and Customs with timely information
on those agencies’ current needs.

Federal Law Enforcement Activities

Cargo Imports: Customs Needs To Better Assure
Compliance With Trade Laws and Regulations

GGD-86-136, 09/08/86

Background

In response to a congressional request,
GAQ reviewed the Customs Service’s
cargo inspection process to determine
whether this process ensures adequate
enforcement of U.S. import laws.

Findings

GAO found that most of Customs’ physi-
cal examinations of imported cargo were
superficial and inadequate because the
inspectors: (1) usually examined one or
two packages selected from the most
accessible locations in the shipment; (2)
often allowed non-Customs personnel to
select the merchandise to be examined;
and (3) usually did not verify that the
quantity in the shipment was equal to

the amount the importers declared. The
Department of the Treasury’s amend-
ment to Customs’ regulations allowed
Customs to use a selected inspection
system in which it would examine
only the shipments categorized as high-
risk; however, the manner in which
Customs performed the inspections did
not provide reliable information for
determining whether it should exam-
ine similar shipments. GAO believes
that: (1) the lack of specific guide-
lines and the high volume of merchan-
dise requiring inspection have reduced
the quality of Customs’ examinations;
and (2) although Customs’ inspectors
should have some discretion in deter-
mining the thoroughness of examina-
tions, guidelines are needed for deter-
mining the examination intensity based
on the shipment’s potential risk.
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Open Recommendations to
Agencies

To assist Customs in ensuring that
cargo entering this country is in
compliance with import requirements,
the Secretary of the Treasury should
direct the Commissioner of Customs
to develop specific policies and proce-
dures for inspectors to use for deter-
mining the intensity of cargo examina-
tions. Customs should base the degree
of intensity on the risk of the shipment
and the purpose of the examination.

Status: Action not yet initiated.
Treasury has not responded to the
report. An agency response is not due
until December 8, 1986.

GAO/OIRM-87-1 Recommendations
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Federal Litigative and Judicial Activities

After the Criminal Fine Enforcement Act of 1984—Some
Issues Still Need To Be Resolved

GGD-86-2, 10/10/85

Background

Pursuant to a congressional request,
GAO reviewed Department of Justice
and Administrative Office of the U.S.
Courts policies and procedures for track-
ing, monitoring, collecting, and enfore-
ing criminal fines.

Findings

GAO found that: (1) many offenders do
not pay their fines; (2) there were no
formal procedures governing the collec-
tion process; (3) probation officers do
not obtain financial information to sup-
port a conclusion about the offender’s
financial status; (4) P.L. 98-596 requires
the court to consider several factors in
determining whether to impose a fine
and the amount of the fine, including
the defendant’s income, earning capac-
ity, and financial resources; and (5)
U.S. attorneys’ offices do not have the
information needed to enforce fine pay-
ments because the courts do not rou-
tinely provide them with such infor-
mation. GAO also found that: (1) a
procedure is needed to deal with the
changes in a offender’s ability to adhere
to installment payments established
by the court; (2) five U.S. attorneys’
offices did not have a record of fines
imposed for about 40 percent of the fines
sampled; (3) both the U.S. Attorneys’
Office and the Probation Office are
responsible for monitoring fines, but
information is not shared between the
two offices; (4) criminal fines are not col-
lected promptly and effectively because
enforcement techniques are not used to
compel payment; (5) Justice guidelines
do not provide the U.S. attorney col-
lection units with established require-
ments as to when and how specific
enforcement techniques should be used;
and (6) probation offices are required

to report to the court on any unpaid
fine, but the law does not set a time
frame for reporting.

Open Recommendations to
Agencies

To eliminate duplication of the gather-
ing of financial data and enhance the
collection and enforcement of criminal
fines, the Director of the Administrative
Office of the U.S. Courts and the
Attorney General should work together
to develop a standard court financial
report form that can be shared with
U.S. attorneys’ offices.

Status: Action in process.

The Probation Division of the
Administrative Office (AO) established
a work group to standardize and
improve financial information provided
by probation offices to the court for sen-
tencing purposes and to develop train-
ing programs in financial investigative
techniques for probation officers.

Target: Administrative Office of the
United States Courts

Status: Action in process. Justice and
AO have agreed on standard forms for
certain types of offenders.

Target: Department of Justice

To eliminate duplication of the gather-
ing of financial data and enhance the
collection and enforcement of criminal
fines, the Director of the Administrative
Office of the U.S. Courts and the
Attorney General should work togeth-
er to develop, in conjunction with the
Judicial Conference, guidance on per-
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mitting the probation offices to dissem-
inate financial information to the U.S.
attorneys’ offices.

Status: Action in process. This recom-
mendation will be placed on the agenda
of the Judicial Conference Committee
on the Administration of the Probation
System.

Target: Administrative Office of the
United States Courts

Status: Action in process. Justice and
AQ are in the process of developing
a plan for dissemination of financial
data to U.S. attorneys’ offices.

Target: Department of Justice

The Attorney General, working with
the Director of the Administrative
Office of the U.S. Courts, should devel-
op mechanisms for establishing a cen-
tral system for reporting, tracking, and
accounting for all court-imposed crimi-
nal fines. If this is agreed upon, existing
procedures should be revised to assign
responsibility for performing these funec-
tions.

Status: Action in process. AO
recently developed forms and proce-
dures for use in misdemeanor and petty
offense cases to facilitate the transfer
of responsibility for collecting fines to
Justice. Memoranda were sent to all
magistrates and clerks of the court.

Target: Administrative Office of the
United States Courts

Status: Action in process. Justice is
presently in the process of developing
a central system.

GAQ/OIRM-87-1 Recommendations



Administration of Justice

Target: Department of Justice for accomplishing critical steps in the  Status: Action in process. Justice

enforcement process. is developing guidelines on enforcing
the collection of criminal fines. Once

Status: Action in process. AO will developed, guidelines will be reviewed

The Attorney General and the Director work with Justice to establish an under- by AO for concurrence.

of the Administrative Office of the U.S. standing as to the respective duties and

Courts should work together to estab- roles of the U.S. Attorney’s Office and

lish a policy on when enforcement tech- the Probation Office.

niques should be used by the U.S. attor- Target: Department of Justice

neys’ offices and the probation offices.  Target: Administrative Office of the

This policy should include time frames United States Courts
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The Role of Marketing Orders in Establishing and

Maintaining Orderly Marketing Conditions

RCED-85-57, 07/31/85

Background

GAO reviewed 9 marketing orders cov-
ering 11 agricultural commodities to:
(1) address controversies surrounding
the marketing order program and the
effect of each individual type of mar-
keting order tool on commodity sup-
plies; (2) determine emerging trends
in the use of marketing orders; and
(3) assess the Agricultural Marketing
Service’s (AMS) administration of the
marketing order program. Under the
program, AMS helps commodity pro-
ducers collectively work out solutions to
supply and demand problems that indi-
vidual producers are unable to resolve.

Findings

Critics of marketing orders contend
that: (1) economic efficiency is enhanced
when commodity prices and availability
are determined in competitive markets;
and (2) marketing orders undermine
efficiency by artificially and excessively
raising commodity prices higher than
free market conditions would allow.
Proponents of marketing orders argue
that they reduce supply imbalances for
perishable commodities in markets that
are volatile if unregulated. GAO found
that: (1) the marketing orders for hops
and spearmint oil restrict new grow-
ers from entering the marketplace, and
the marketing order for lemons typi-
cally results in waste; (2) while most
marketing orders regulate the entry

of products into the market, both pro-
ducers and consumers benefit from the
restrictions; (3) controls governing the
quality of commodities encourage pro-
ducers to improve products and assure
consumers that their products meet
minimum quality standards; (4) for 10
of the 11 commodities studied, com-
petitive forces are sufficient to limit
price increases; and (5) the current
trend in marketing order operations
is a shift from controlling supply to
enhancing demand using a mixture of
research, development, and advertising
tools. In addition, GAO found that: (1)
AMS plays a limited role in industry
education; (2) the program operations
manual for marketing orders has not
been updated since 1966 and does not
address the shift to marketing orders
designed to enhance demand; and (3)
AMS has no criteria to measure mar-
keting system performance.

Open Recommendations to
Agencies

The Secretary of Agriculture should
require the Administrator, AMS, to
develop and apply criteria for mea-
suring the performance of individu-
al marketing orders and make the
results available so that Department
of Agriculture (USDA) decisionmakers
and other interested parties can appro-
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priately judge the merits and short-
comings of marketing orders.

Status: Action in process. Estimated
completion date: 01/87. A criteria devel-
opment task force, made up of five
university agricultural economists, was
established in May 1986. The team
developed draft eriteria and held meet-
ings around the country to obtain indus-
try input. It plans to present a report
to the Administrator, AMS, in early
1987.

The Secretary of Agriculture should
direct the Administrator, AMS, to
update and keep current the operations
manual for marketing orders. The man-
ual should: (1) incorporate the criteria
for measuring the program’s principal
objective of creating and maintaining
orderly marketing; (2) incorporate leg-
islative and administrative policy and
guideline changes, including 1982 and
1983 marketing order guidelines; and
(3) focus on ways to develop market-
oriented programs that can improve
the quality and variety of available
products.

Status: Action in process. Estimated
completion date: 01/87. USDA issued a
request for proposals in March 1986 to
update its Marketing Order Operations
Manual. The manual is scheduled for
completion in early 1987.
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Internal Control Improvements Needed in Agriculture’s
Miscellaneous Payments System

AFMD-85-66, 09/19/85

Background

GAO reviewed the Department of
Agriculture’s (USDA) National Finance
Center’s (NFC) miscellaneous payments
system to assess the: (1) adequacy of
internal controls for ensuring the accu-
racy and reliability of payment trans-
action processing; and (2) controls for
ensuring the system’s compliance with
Comptroller General requirements per-
tinent to payment systems.
Findings

GAO found that: (1) key inter-

nal control objectives for the system
were not being met because field
agency and NFC internal control tech-
niques were inadequate or not fol-
lowed; (2) internal control weakness-
es significantly increased the vulner-
ability of the system to transaction
data errors and unauthorized pay-
ment transactions; and (3) transaction
data errors could undermine the sys-
tem’s effectiveness in complying with
Comptroller General standards for accu-
racy in processing and financial report-
ing. GAO also found that: (1) control

improvements were needed at the field-
certifying-officer level to ensure the
accuracy of system transaction data; (2)
improvements were needed in NFC data
entry activities to ensure the accuracy
of data processed; (3) NFC needs to dis-
continue bypassing a system designed to
ensure proper reporting; (4) NFC needs
to increase the scope of its payment
transaction audits to better ensure that
errors not detected are identified; (5)
NFC needs to better control sensitive
codes used by the system to assist in
ensuring that only authorized transac-
tions are processed; and (6) internal
procedures need to be updated for the
payments system.

Open Recommendations to
Agencies

The Secretary of Agriculture should
instruct the Assistant Secretary for
Administration to direct the Office of
Finance and Management Director to
establish a procedure for periodically
analyzing reasons for system edit rejec-

tions by source so that appropriate
actions to obtain improvements can be
initiated.

Status: Action in process. The one-
time study is incomplete. NFC would
like to bill agencies based on edit
rejections. The projected date for billing
capability is fiscal year 1988.

The Secretary of Agriculture should
instruct the Assistant Secretary for
Administration to direct the Office of
Finance and Management Director to
increase the number of essential mis-
cellaneous payments system data fields
for which rekeying is performed by
data entry clerks to ensure accuracy,
at least on a selective transaction basis.

Status: Action in process. The study
is completed and fields have been
identified; however, implementation is
delayed pending receipt of new data
input hardware.

Agriculture’s Second-Year Implementation of the Federal
Managers’ Financial Integrity Act

RCED-86-20, 10/24/85

Background

GAO reviewed the Department
of Agriculture’s (USDA) second-
year implementation of the Federal
Managers’ Financial Integrity Act of

1982 to assess: (1) improvements

in internal controls and the process
used to evaluate and correct control
weaknesses; (2) the status of major
accounting systems and evaluations;
and (3) the accuracy and completeness
of the Secretary’s annual report on
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internal controls and accounting sys-
tems.

Findings

GAO found that: (1) although USDA
has been correcting known internal con-
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trol problems and has been improving
its system for evaluating and correcting
internal control weaknesses, it needs
to strengthen techniques for measuring
and reducing program vulnerability and
monitoring the effectiveness of correc-
tive actions; (2) four USDA agencies
have not yet implemented an inter-
nal control program consistent with
Office of Management and Budget and
departmental guidelines; (3) in some
instances, reported corrective actions
did not correct the problem or were
misleading because the action only par-
tially solved the problem; and (4) the
methods used by managers to exam-
ine program risk were not yielding
consistent and reliable results. GAO
also found that: (1) most large sys-
tems had not been examined using
evaluation techniques that test sys-

tems in operation; (2) several large
systems are undergoing redesign to cor-
rect longstanding deficiencies that will
take several years to complete; and
(3) the Secretary accurately reported
that complete assurance could not be
given that USDA was meeting the act’s
requirements because of the large num-
ber of uncorrected internal control and
accounting weaknesses.

Open Recommendations to
Agencies

The Secretary of Agriculture should
direct the Assistant Secretary for

Administration to: (1) review major
system development efforts to help

ensure that efforts are successful; (2)
address GAO principles, standards, and
related requirements; (3) meet estab-
lished time frames for completion; (4)
develop minimum acceptable standards
for system evaluation, and provide
system reviewers with guidance on
how to perform such evaluations and
ensure their quality; and (5) sufficiently
test accounting systems in operation
to determine conformance with the
Comptroller General’s principles, stand-
ards, and related requirements.

Status: Action in process. Estimated
completion date: 12/86. Follow-up

action on this recommendation will be
undertaken shortly after January 1987,

Farmers Home Administration: Federally Acquired Farm

Property Presents a Management Challenge

RCED-86-88, 06/13/86

Background

In response to a congressional request,
GAO examined the increase in the
number of farms that the Farmers
Home Administration (FmHA) acquired
as a result of loan foreclosures and
other actions, specifically: (1) why
the increase occurred; (2) the financial
impact on the government; and (3) how
well FmHA is managing the properties.

Findings

GAO found that: (1) the increase in the
number of farms that failed is due to
poor farming and financial practices or

personal problems but future failures
may be related to economic factors; (2)

FmHA lost revenues from acquiring

the inventory properties due to under-
secured loans and bad loan-servicing

policies; and (3) FmHA allotted only a
minimal amount of funds to manage

the inventory properties in 1985 but

will increase its management expendi-
tures to maintain property values and
result in higher sales income in the

future.

Open Recommendations to
Agencies

The Secretary of Agriculture should
direct the Administrator, FmHA, to
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issue a policy directive to FmHA state
personnel stating that, when suitable
property is not sold within a specified
time, perhaps 1 year, because of a
lack of eligible buyers or economic
conditions, it should be reclassified as
surplus property.

Status: Action in process. Estimated
completion date: 01/87. FmHA drafted
revised regulations which will require
unsold suitable property to be declared
surplus within 1 year of acquisition.

Regulations should be issued for com-
ment in December 1986 and finalized
in February 1987.
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Agricultural Research and Services
Improved Management of Import Meat Inspection Program

Needed

RCED-83-81, 06/15/83

Background

GAO reviewed the Department of
Agriculture’s administration of its
import Meat and Poultry Inspection
Program.

Findings

GAO found that, at the 10 highest
volume ports, where variances in the
quantities of meat rejected ranged from
0.1 to 1.5 percent, procedures for con-
trolling, sampling, and inspecting meat
products differed because of: (1) reg-
ulations and instructions which were
generally outdated, unclear, and incon-
sistent; (2) a lack of adequate supervi-
sion and training of inspection person-
nel; and (3) work load imbalance. The
Automated Import Information System
compiles inspection-result histories for
countries and foreign plants. These his-
tories are the basis for assigning the
scope and extent of inspections. GAO
found that, in some ways, regulations
and instructions do not conform with
the system’s revised procedures. GAO
and Food Safety and Inspection Service
(FSIS) officials found that most inspec-
tors cited the need for periodic train-
ing and better communication between

inspectors from different ports as a way
of standardizing inspections. Despite
the apparent improvement in plant
conditions, program changes are need-
ed to better ensure that products are
imported only from countries and plants
meeting U.S. requirements. Recognizing
the need for increased attention to for-
eign programs’ regulatory comparabil-
ity, FSIS is developing a new systems
approach for approving and monitor-
ing foreign inspection systems. GAO
believes that the new system should
improve FSIS ability to assess these
risks.

Open Recommendations to
Agencies

The Secretary of Agriculture should
direct FSIS to develop criteria for dis-
tinguishing among minor, major, and
critical defects in canned packaged meat
products.

Status: Action in process. Estimated
completion date: 09/87. FSIS has estab-
lished a task force to study the con-
tainer issue. Development of integrity
criteria could take up to 2 years to
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develop for canned products. FSIS has
made some determinations for other
packaged products, which had not been
implemented as of December 1986.

The Secretary of Agriculture should
direct FSIS to develop a more system-
atic and objective way of compiling the
results of plant reviews, using a sta-
tistically selected sampling of plants
as a basis for apprising management
of the overall effectiveness of foreign
inspection systems in ensuring compli-
ance with U.S. requirements. Periodic
reviews of plants outside the sample
should be made at least annually for
considering such factors as volume of
exports and rejections at U.S. ports.
Plants not exporting to the U.S. should
not be reviewed.

Status: Action in process. Estimated
completion date: 09/87. FSIS is develop-
ing an automated system which should
be operable to the extent that data could
be entered beginning in September
1987,
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Agricultural Research and Services

The Department of Agriculture’s Animal Welfare Program

RCED-85-8, 05/16/85

Background

Pursuant to a congressional request,
GAO studied the Department of
Agriculture’s (USDA) activities under
the Animal Welfare Act, which author-
izes USDA to inspect the premises
of animal dealers, research facilities,
exhibitors, and carriers to ensure the
humane care and treatment of animals.
GAQ focused on: (1) training and guid-
ance given to USDA inspectors; (2) fre-
quency and scheduling of inspections;
(3) corrective actions that USDA takes
when it discovers violations; (4) inspec-
tion monitoring and statistics; and (5)
allocation of available funding.

Findings
GAO found that: (1) written guidance
for animal inspectors comes from ani-

mal welfare standards in the Code of
Federal Regulations; (2) many of the

inspectors and regional officials inter-
viewed thought that training was inade-
quate; (3) the Animal and Plant Health
Inspection Service (APHIS), which is
responsible for animal inspections, does
not have a formal scheduling system for
inspections; (4) many facilities were not
inspected at all during 1983 because
of funding constraints and inadequate
staff resources; and (5) while APHIS
offices generally complied with poli-
cies governing timely corrective actions,
there were instances where APHIS did
not reinspect violators or failed to prop-
erly process corrective actions. GAO
also found that: (1) while APHIS has
delegated inspection quality assurance
functions to its area offices, it has
not specified a system or procedure for
carrying out such functions; (2) inspec-
tion statistics compiled by APHIS for
management activities and its annual
report were not consistent with statis-

tics maintained by its area offices; and
(3) the way in which APHIS allocat-
ed funds to area offices for inspections
led to a wide variance in inspection
frequencies among area offices.

Open Recommendations to
Congress

If Congress decides to continue fund-
ing the Animal Welfare Program, it
should consider requiring the Secretary
of Agriculture to recover more of the
cost of the program from licensees, tak-
ing into account what the impact of
any increases might be on them.

Status: Action not yet initiated.

Agricultural Research and Services

Biotechnology: Agriculture’s Regulatory System Needs

Clarification

RCED-86-59, 03/25/86

Background

In response to a congressional request,
GAO reviewed the Department of
Agriculture’s (USDA): (1) programs
and activities relating to biotechnol-
ogy; (2) decisionmaking concerning the
release of genetically engineered organ-
isms into the environment; and (3)
relationship with other federal agencies
involved in biotechnology.

Findings

GAO found that: (1) USDA has
not formulated a well-defined regu-
latory structure to approve requests
for the deliberate release of geneti-
cally engineered organisms into the
environment; (2) oversight of biotech-
nology programs is handled by agen-
cies within USDA that were estab-
lished before the new biotechnologies
and have other responsibilities; (3) the
USDA Agriculture Recombinant DNA
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Research Committee (ARRC) lacks the
authority and direction to effectively
act as the focal point for biotechnology
matters; and (4) USDA has not com-
municated to Congress and the pub-
lic both the benefits and the risks
of biotechnology, as well as its plans
to minimize those risks. GAO also
found that USDA has been hesitant
to develop a well-defined regulatory
structure because: (1) it does not want
to impose cumbersome regulations that
might stifle growth; (2) the Office of
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Science and Technology Policy has been
examining biotechnology regulation and
coordinating the actions of many fed-
eral agencies; and (3) several law-
suits filed by opponents of biotechnol-
ogy have created some anxiety. USDA
has recently set up a general frame-
work for biotechnology regulation, but
it still needs to establish: (1) detailed
procedures concerning responsibility for
a wide range of research and product
development; (2) ARRC authority and
duties; and (3) improved communica-
tions with Congress and the public for
more informed discussion and a less-
ening of fears.

Open Recommendations to
Agencies

The Secretary of Agriculture should
direct the Assistant Secretaries for
Marketing and Inspection Services and
Science and Education to work together
to develop a formalized, well-defined
regulatory structure over biotechnol-
ogy, particularly with regard to delib-
erate releases of genetically engi-
neered organisms into the environment.
Such a structure should be sufficiently
detailed to minimize questions about

Farm Income Stabilization

who in USDA is responsible for deci-
gions in particular areas and flexible
enough to encompass the wide range
of biotechnological research and prod-
uct development expected. It could,
if deemed appropriate, incorporate a
fully developed National Biological
Impact Assessment Program and recom-
binant deoxyribonucleic acid guidelines
geared specifically towards agriculture.
Further, it should clearly identify
the regulatory procedures for handling
requests to license biotechnology prod-
ucts and approve the deliberate release
of genetically engineered organisms
into the environment.

Status: Action taken not fully
responsive. USDA has had a well-
defined regulatory structure in place for
years, which it claims accommodates
biotechnology. It described early 1986
initiatives that would provide added
information concerning its treatment of
biotechnology. USDA failed to address
its plans for handling future requests
for approval to release genetically engi-
neered organisms into the environment.

The Secretary of Agriculture should
direct the Assistant Secretaries for
Marketing and Inspection Services and

Science and Education to work togeth-
er to provide the USDA coordinat-
ing committee, currently ARRC, with
the authority, prestige, and sense of
direction it needs to effectively act as
the USDA focal point for biotechnol-
ogy. The committee should have the
power to resolve differences that may
arise with regard to biotechnology with-
in USDA and to act on behalf of
USDA in resolving differences between
USDA and other federal agencies, such
as the National Institutes of Health,
Environmental Protection Agency, or
Food and Drug Administration. The
committee should be constituted as it is
now with representatives from various
agencies within and outside USDA. The
various representatives should be capa-
ble of and willing to commit high prior-
ity to their committee responsibilities.

Status: Action taken not fully
responsive. USDA rejected the notion
that ARRC should be given the author-
ity, prestige, and sense of direction
it needs to effectively act as the
USDA focal point for biotechnology. Its
comments reflect the division between
researchers and regulators as to how
to deal with biotechnology.

More Attention Needed in Key Areas of the Expanded Crop

Insurance Program

RCED-84-65, 03/14/84

Background

GAO reviewed the Federal Crop
Insurance Corporation’s (FCIC) actuar-
ial practices, the rates at whicl} private
sector companies were compensated for
selling and servicing crop insurance,
and the distribution of gains and loss-
es on crop insurance sold by private
companies and reinsured by FCIC.

Findings

Congress has expressed concern regard-
ing FCIC progress in implementing the
Federal Crop Insurance Act of 1880, the
effectiveness of program changes when
insurance losses in 1981 and 1982 are
considered, and the annual increases
in FCIC appropriation requests. GAO
found that, following enactment of
the legislation, FCIC made substantial
progress in expanding the program and
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involving the private sector in selling
and servicing crop insurance. However,
FCIC did not give appropriate attention
to ensure that its insurance was actu-
arially sound, did not carefully eval-
uate its actions involving the private
sector, and did not make a detailed cost
study when it established the compensa-
tion rates for the private sector compa-
nies’ sales and service activities. Under
the expanded reinsurance program, pri-
vate insurance companies obtain rein-
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surance coverage from FCIC as protec-
tion against part of the risk of insuring
crops. Allowed annual revisions to the
standard reinsurance agreement have
resulted in increased costs and risks
to FCIC. GAO noted that FCIC has
initiated numerous actions that should
improve the insurance paperwork sub-
mitted by independent insurance agents
and taken steps to develop a compre-
hensive quality control program and a

plan for an independent audit of the
reinsured companies.

Open Recommendations to
Agencies

The Secretary of Agriculture should
direct the Board of Directors and
Manager, FCIC, to consider the poten-
tial for obtaining actual crop yield data
and using such data to establish homo-
geneous risk groups and the proper

relationships among each group’s yields
and risk rates.

Status: Action in process. FCIC
agreed that homogeneous risk groups
should be established, however, it will
take a long time to obtain the necessary
data to establish such groups. The
data needed will be generated through
the Actual Production History Program,
which was recently implemented.

Farm Income Stabilization

Farm Credit System: Analysis of Financial Condition

GGD-86-150BR, 09/18/86

Background

In response to a congressional request,
GAO provided an overview of the impor-
tant issues facing the farm credit sys-
tem, specifically: (1) an assessment of
internal problems that may have con-
tributed to the system’s financial prob-
lems; (2) a periodic assessment of the
financial condition of the system; and
(3) a projection of its condition for the
next 12 months.

Findings

GAO concluded that: (1) the effects
of problem loans and high borrowing

costs and the probability that these
conditions will continue raise serious
questions about the viability of the
system; (2) losses similar to those the
system incurred in 1985 will continue
in the future unless the agricultural
economy improves or the system can
borrow and lend money at more com-
petitive rates; (3) private or federal
assistance could be needed by the end
of 1986 since the system’s unallocated
surplus may be exhausted by then; and
(4) previous management decisions to
fund the system’s activities with long-
term, fixed-rate bonds are preventing
the system from maintaining reason-
able debt service expenses.
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Open Recommendations to
Agencies

The Chairman of the Federal Farm
Credit Board should require the banks
in the system to develop and collectively
implement a plan to reduce the interest
rate exposure of the system. The plan
should consider all assets and liabilities
systemwide, not the financial position
of the individual banks.

Status: Action not yet initiated. The

Farm Credit Board has taken ateps to
manage and control interest rate risk.
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Transportation of Public Law 480 Commodities—Efforts
Needed To Eliminate Unnecessary Costs

NSIAD-85-74, 06/18/85

Background

GAQ assessed the Department

of Agriculture’s (USDA) and the
Department of Transportation’s (DOT)
Maritime Administration’s (MARAD)
management of the expenditure of U.S.
funds for ocean transportation of agri-
cultural commodities pursuant to Public
Law (P.L.) 480, title I. This law author-
izes the President to enter into agree-
ments with friendly countries for the
sale of the commodities under favorable
financing terms. Because the United
States finances the sales, regulations
require that at least 50 percent of the
commodities be transported by privately
owned U.S. flag vessels. GAO reviewed
purchase authorizations exceeding $1
million and rate calculations for vessels
transporting commodities under these
authorizations.

Findings

GAO found significant problems that
indicate that USDA may be paying
higher ocean freight differentials than
necessary. USDA control over the bid-
ding and negotiation process for ocean
transportation contracts is inadequate
because foreign countries: (1) use closed
bids which may be submitted late or
are based on knowledge of submitted
bids; (2) may negotiate with any pre-
ferred vessel owner, which does not
ensure the lowest possible rates; and
(3) may serve as vessel brokers, which
can lead to favoritism in rate negotia-
tions. USDA is responsible for comply-
ing with cargo preference requirements,
approving foreign vessel selections, and
calculating ocean freight differentials;
however, it does not consistently follow
the standard provision for calculating
differentials or may apply the stand-
ard in a manner that reduces costs

to foreign countries at the expense
of higher USDA payments. GAO also
found that MARAD does not verify
data used in calculating guideline rates
because it assumes that vessels return
to the United States without cargo.
However, evidence suggests that vessels
may carry cargo on the return voyage,
which allows them the potential to earn
excessive profits. Additionally, MARAD
has not prepared guidelines for liners
because of the difficulty in separating
revenues; therefore, it does not know
whether transportation rates for liners
represent cost plus a reasonable profit.

Open Recommendations to
Agencies

The Secretary of Agriculture should
require publicly opened transportation
offers. The offered transportation rates
must be firm and nonnegotiable, and
awards should be consistent with open,
competitive, and responsive bid proce-
dures. USDA should provide an observ-
er for transportation bid openings, as
it does for commodity bids.

Status: Action not yet initiated. On
February 10, 1986, MARAD issued a
notice in the Federal Register propos-
ing a method for determining fair and
reasonable rates for shipments of dry
bulk preference carge on U.S. flag lin-
ers. USDA action is contingent upon
completion of this rulemaking proce-
dure and implementation of the method
by MARAD. As of October 10, 1986,
a draft of the final rule was under
review within MARAD.

The Secretary of Agriculture should
establish a clear policy to minimize
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USDA transportation expenditures con-
sistent with cargo preference require-
ments.

Status: Recommendation valid/action
not intended. USDA stated that its
policy is to minimize the cost of provid-
ing both commodity and transportation
financing, consistent with the purposes
of the P.L. 480, title I program and the
requirements of the Cargo Preference
Act. Verification of the USDA state-
ment would require future audit.

The Secretary of Agriculture should
direct the Administrator, Foreign
Agricultural Service, to revise and
implement program regulations on the
basis of this policy. The Service should
emphasize cost reductions in the prob-
lem areas identified by GAO: (1) compu-
tation of ocean freight differentials; (2)
allocation of cargo; (3) shipment on the
basis of lowest landed cost; (4) require-
ment for demurrage and despatch; and
(5) elimination of unnecessary restric-
tive tender terms.

Status: Action taken not fully
responsive. In its original comments
and letter, September 11, 1985, USDA
referred to changes made in purchase
authorization requirements to address
the cited problems. However, USDA
has not indicated any intent to revise
the program regulations.

The Secretary of Transportation should
direct the Administrator, MARAD, to
devise and institute a method for assess-
ing whether transportation rates for
liners represent cost plus a reason-
able profit. Also, vessel owners should
be required to have their independent
accountants semiannually certify that
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vessel costs and operating data are
accurate.

Status: Action in process. DOT: (1)
initiated a methodology and regulation
for calculating rates on U.S. flag ves-
sels; (2) issued a proposed regulation
for calculating rates for full cargo ship-
ments; (3) requested that vessel owners
provide a certified listing of actual costs
of voyages; and (4) proposed a regu-
lation for calculating reasonable rates

for dry bulk cargoe shipment on U.S.
flag liners.

The Secretary of Agriculture should
issue regulations requiring certification
that nonliner U.S. flag vessels do not
scrap or carry cargo on a return voyage.
The regulations also should provide that
the guideline rate will be recalculated
and the transportation rate adjusted if
a vessel obtains backhaul cargo or is
scrapped or sold overseas.
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Status: Action in process. DOT:
(1) proposed a regulation providing for
recalculation of rates if a vessel is
scrapped or sold overseas; (2) intends
to recalculate rates if returning U.S.
vessels carry other preference cargo;
(3) plans to analyze the feasibility of
adjusting rates for commercial, non-
preference cargo; and (4) proposed a
regulation for calculating rates for liner
cargo.

GAO/OIRM-87-1 Recommendations
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SSA Data Communications Contracts With Paradyne
Corporation Demonstrate the Need for Improved
Management Controls

IMTEC-84-15, 07/09/84

Background

In response to a congressional request,
GAO reviewed the Social Security
Administration’s (SSA) two contracts
with the Paradyne Corporation for
improving the agency’s data commu-
nications network.

Findings

The SSA terminal replacement contract
with Paradyne was the largest in the
agency’s history. The first contract, val-
ued at about $115 million, required
Paradyne to install leased terminals in
SSA offices nationwide for records man-
agement. The second sole-source con-
tract award, valued at more than $2.5
million, called for Paradyne to enhance
the data transmission capabilities of its
terminals. This contract was terminated
for the convenience of the government.
GAO found that management weak-
nesses caused the acquisition of a data
communications system that did not
begin to meet contractual performance

requirements until 2 years after con-
tract award. Furthermore, the system
is still experiencing a high equipment
failure rate. A 1982 purchase of some
leased terminals and the sole-source
award demonstrated inherent flaws in
the systems procurement management
structure of the agency, such as: (1)
internal control deficiencies resulting
from a realignment of the responsible
SSA office; and (2) inadequate oversight
of the procurement by the Department
of Health and Human Services (HHS).
Until corrected, these problems will
continue to threaten the integrity of
the SSA systems procurement proc-
ess. These problems will affect a pro-
posed purchase of the remaining leased
Paradyne terminals and an upcoming
acquisition of new terminals.

Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the

Commissioner of Social Security to
ensure that the poor procurement prac-
tices used on the Paradyne acquisi-
tions are not repeated on the upcom-
ing 17,000-plus terminal procurement
by: (1) closely reviewing the valid-
ity of the procurement justification; (2)
performing an independent, in-depth
review of the technical specifications
contained in the pending solicitation to
ensure that they include unambiguous
and work-load-specific criteria for mea-
suring vendor equipment performance
during preaward and acceptance test-
ing; and (3) using appropriately strin-
gent performance validation techniques
in conducting preaward and acceptance
tests.

Status: Action in process. GAO is
currently reviewing SSA procurement
practices such as justifications, ade-
quacy of reviews, and validation tech-
niques in regard to the acquisition of
the 17,000 terminals.

OMB Needs To More Fully Consider Government-Wide
Implications in Its Telecommunications Initiatives

IMTEC-84-21, 09/07/84

Background

Pursuant to a congressional request,
GAO determined whether the Office of
Management and Budget (OMB) has:
(1} developed an overall telecommunica-
tions plan and policy; and (2) conduct-
ed studies, including cost/benefit anal-
yses, on the impact of the American

Telephone and Telegraph divestiture on
government telecommunications oper-
ations, OMB is planning to per-
mit agencies to acquire long-distance
telecommunications service indepen-
dently instead of using the centralized
Federal Telecommunications System
(FTS). GAO also ascertained the effect
that the OMB initiative would have

Page 21

on H.R. 2718 and S. 2433, proposals to
create an Information Technology (IT)
Fund.

Findings
GAO found that, although OMB

has made progress in carrying out
its telecommunications responsibilities

GAO/OIRM-87-1 Recommendations
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under the Paperwork Reduction Act,
it is not placing enough emphasis on
the governmentwide implications of its
actions and the governmentwide issues
arising from the new telecommunica-
tions environment. Regarding the pro-
posed FTS initiative, GAO believes that
OMB may not be sufficiently consider-
ing: (1) the costs and benefits of the
current FTS compared to a decentral-
ized system; (2) the initiative’s effect
on the proposed IT Fund; and (3) the
national security and staffing implica-
tions of a decentralized system. GAO
also noted that the initiative’s effect
on the proposed legislation would make
additional funds available to cover the
cost of equipment and services for
FTS by increasing the General Services

Administration’s flexibility in raising
capital. GAO concluded that the FTS
initiative could result in reduced fund-
ing for the proposed IT fund.

Open Recommendations to
Agencies

The Director, OMB, should direct the
Office of Information and Regulatory
Affairs (OIRA) to delay implementa-
tion of the FTS initiative until guid-
ance and methodologies are developed
to examine such issues as the cost
benefits of a centralized versus a decen-
tralized system, various strategies for

maximizing federal response to nation-
al emergencies, and staffing implica-

tions of agency-by-agency telecommu-

nications management versus a consol-
idated management system.

Status: Action in process. OMB feels
that a major reassessment is needed of
how the government’s telecommunica-
tions needs are met. OMB agreed that
criteria for comparing FTS to other
alternatives must be developed and
indicated that it would address and
analyze cost, management, emergen-
¢y preparedness, and national security
issues.

Effective Management of Computer Leasing Needed To
Reduce Government Costs

IMTEC-85-3, 03/21/85

Background

GAO reported on its examination of
federal departments’ and agencies’ com-
puter leasing practices.

Findings

GAO found that federal agencies spent
about $1.1 billion to lease automatic
data processing (ADP) equipment in
fiscal year 1983. Among the leases that
GAOQ analyzed, costs could have been
reduced for up to 90 percent of the
components by employing one or more
of the available refinancing alterna-
tives. Lease costs can also be reduced
by exercising contract options which
change a straight lease to a lease plan
that would result in ownership. Data
processing managers at the civilian and
defense installations GAO visited had
not identified or pursued refinancing
alternatives because they lacked the
specific management procedures and
monetary control policies essential to

such operations. Further, agency man-
agers and officials were generally unin-
formed about certain alternatives. GAO
also noted that the General Services
Administration (GSA) and the Office of
Management and Budget (OMB) have
not provided agencies the funding sup-
port needed for such unbudgeted pur-
chase opportunities.

Open Recommendations to
Congress

Congress, when considering future
requests to increase the ADP Fund for
opportunity buys, should specify that
the funds be used exclusively for taking
advantage of cost-effective opportunities
to buy equipment.

Status: Action not yet initiated.
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Open Recommendations to
Agencies

The Administrator of General Services
should issue regulations requiring all
agencies to: (1) perform routine, period-
ic analyses of computer leases; (2) com-
pare the costs of available refinancing
alternatives; and (3) select the most
reasonable, cost-effective alternative.

Status: Action in process. GSA insti-
tuted rulemaking to change the federal
information resource management reg-
ulation.

The heads of federal civilian agencies
with substantial leasing volume should,
to ensure that federal departments
and agencies take maximum practi-
cal advantage of available refinancing
alternatives, require data processing
managers to conduct a cost-effectiveness
analysis of all existing leases and devel-
op a plan to employ, where appropriate,
the refinancing alternatives described
in this report.

GAO/OIRM.87-1 Recommendations



Automatic Data Processing

Status: Action in process. Comments
indicate that agency heads directed the
evaluations,

The Director, OMB, should require
agency heads to confirm, with each
annual budget submission, that all
of their computer leases have been
evaluated for cost-effectiveness and that
such leases have been contracted at
the most reasonable cost alternative
available to the government.

Status: Recommendation valid/action
not intended. OMB indicated that

it is considering changing information
systems guidance to accomplish the
intent of this recommendation. This
recommendation should remain open
until action is completed and evaluated.

The Administrator of General Services,
to ensure that the necessary leadership
and governmentwide ADP management
support are forthcoming, should issue
guidelines for agencies in seeking third-
party competition and, specifically, in
transacting sale/leasebacks.

Status: Action in process. GSA insti-
tuted rulemaking to change FIRMR.

The Director, OMB, should allow agen-
cies to make greater use of the ADP

Fund to purchase equipment currently
leased uneconomically.

Status: Recommendation valid/action
not intended. OMB does not agree

with this recommendation and stated
that it does not intend to take action.

The Administrator of General Services,
to ensure that the necessary leadership
and governmentwide ADP management
support are forthcoming, should iden-

tify and revise, where it will enhance

competition and be otherwise appropri-
ate, those federal contracting practices
that the third-party industry believes

act as major business impediments.

Status: Action in process. GSA insti-
tuted a pilot project using changed lease
terms. An evaluation is pending.

The Administrator of General Services,
to ensure that the necessary leadership
and governmentwide ADP management
support are forthcoming, should insti-
tute controls to ensure that the capital
in the ADP Fund authorized for oppor-
tunity buys is available and used for
that purpose unless it can justify to
OMB that capital reserved for opportu-
nity buys can be used more effectively
for other ADP Fund programs.

Status: Action in process. GSA is
writing internal guidance on the use
of the ADP Fund and is determining
appropriate funding levels to request.

The heads of federal civilian agencies
with substantial leasing volume should,
to ensure that federal departments
and agencies take maximum practi-
cal advantage of available refinancing
alternatives, require data processing
managers to correct computer equip-
ment inventory and accounting records
and maintain them accurately to enable
the recurring analysis of computer leas-
€es.

Status: Action in process. Agency
heads stated that they directed that
these actions be taken.

The Director, OMB, should work with
GSA and other federal agencies to
determine and request an appropriate
level of funding in the ADP Fund to
buy out uneconomical leases.

Status: Recommendation valid/action
not intended. OMB does not believe
that an increase in the Fund is appro-
priate at this time and stated that it
plans no action.

Patent and Trademark Office Needs To Better Manage
Automation of Its Trademark Operations

IMTEC-85-8, 04/19/85

Background

GAO reviewed the automation of trade-
mark operations at the Department
of Commerce Patent and Trademark
Office (PTO), focusing on: (1) system
user requirements; (2) a 1982 trade-
mark automation cost/benefit analysis;
and (3) contracting practices and pro-

cedures for acquiring the automated
trademark systems.

Findings

GAO found that, in its 1982
Automation Master Plan, PTO estab-
lished major goals for its trade-

mark automation system that includ-
ed improved registration quality, cost-
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effectiveness, and reduced application
processing time. PTO acquired its
automatic data processing (ADP) ser-
vices and equipment through mon-
etary procurements; however, it
acquired the associated data bases
through nonmonetary arrangements,
called exchange agreements, with firms
that provide trademark-related services.
Management problems have hindered
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not: (1) thoroughly analyze or devel-
op the functional requirements for the
use of its three automated systems; (2)
adequately assess the costs and benefits
of the automated systems; (3) properly
manage the three systems; and (4) fully
test the search and retrieval system
before accepting it from the contractor.
Although PTO has attempted to correct
some problems through exchange agree-
ment renegotiation, GAO is concerned
that PTO may choose to execute future
exchange agreements without comply-
ing with applicable procurement regu-
lations and, therefore, evade the pro-
cedures designed to ensure maximum
competitiveness and cost-effectiveness
in its procurement actions.

Open Recommendations to
Congress

If PTO does not take steps to imple-
ment the recommendations regard-
ing exchange agreements, Congress
should consider withdrawing the PTO
exchange agreement authority for ADP
resource acquisitions.

Status: Action in process.

Open Recommendations to
Agencies

To help ensure that automation goals
and appropriate procurement practices
are met, the Secretary of Commerce
should direct the Acting Commissioner
of Patents and Trademarks to make
all reasonable efforts to expeditiously
and economically acquire unrestricted
ownership of the trademark data bases
obtained through the exchange agree-
ments.

Status: Action in process. Commerce
indicated that it plans to implement the
exchange agreement recommendations.

To ensure appropriate oversight, the
Secretary of Commerce should review
and approve PTO responses to the
recommendations regarding exchange
agreements to ensure that they are
properly implemented.

Status: Action in process. Commerce
indicated that it plans to implement the
exchange agreement recommendations.

Until he is satisfied that PTO has
appropriately reanalyzed the costs
and benefits of the PTO trademark

automation and reviewed the sys-
tem’s specifications, the Secretary of
Commerce should also require that any
significant procurement actions regard-
ing trademark automation efforts,
including new procurements as well as
modifications to or renewals of exist-
ing procurements, undergo department-
al review and approval. This should
include exchange agreement procure-
ments.

Status: Action in process. Commerce
indicated that it plans to implement
the exchange agreement recommenda-
tions. In addition, the Office of the
Secretary is monitoring PTO automa-
tion procurements.

The Secretary of Commerce should
direct PTO to maintain its manual
trademark system until the capabilities
of its automated systems are at least
equal to the manual system.

Status: Action in process. PTO will
maintain its paper files in 1986 and has
requested funds to maintain them for
1987. Commerce stated that the paper
files will be maintained until the user
fee issue is resolved.

Social Security Administration’s Progress in Modernizing
Its Computer Operations

IMTEC-85-15, 08/30/85

Background

Pursuant to a congressional request,
GAO reported on the Social Security
Administration’s (SSA) computer sys-
tem’s flexibility to handle legislative
changes promptly and efficiently and
its security. There were also concerns
about: (1) a shift in emphasis and direc-
tion in the SSA Systems Modernization
Plan (SMP); (2) whether the existing

system was adequately documented to
permit development of an improved
new system; and (3) SSA failure

to assign personal identification num-
bers to trace particular transactions.
In addition, GAO investigated SSA
implementation of the 1099 reporting
requirement, which requires issuance
of reports to beneficiaries and to the
Internal Revenue Service on SSA pay-
ments to beneficiaries, as a test of the
system’s legislative flexibility.
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Findings

GAO found that: (1) SSA has made
gignificant progress in improving its
hardware deficiencies through its acqui-
sition of new computers and the con-
version of its data files from tape

to disk; (2) the goals of modernizing
data communications and data base
management have been delayed; (3)
SSA has not made sufficient progress
in improving its software; (4) the
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1099 implementation, although com-
pleted on time, required SSA to cre-
ate a new system and only partially
demonstrated improvement in its capa-
bility to respond to legislative changes
requiring modifications to existing sys-
tems; and (5) SSA automated systems
remained vulnerable to fraud, even
though improvements were made. GAO
also found that there was a significant
redirection in the SSA approach to soft-
ware improvement because: (1) it initi-
ated system redesign efforts before com-
pleting software standards and improve-
ments; and (2) it decided not to
fully document all existing software
programs because of resource limita-
tions and other higher priority work.
GAO believes that this approach could
be risky and could result in contin-
ued inadequate responses to legislative
changes. GAO also believes that SSA
will not achieve the desired legislative
flexibility until effective implementa-
tion of the software program is com-
pleted.

Open Recommendations to
Agencies

The Secretary of Health and Human
Services should direct SSA to conduct
a comprehensive risk analysis of the
1985 changes made in the SMP soft-

ware engineering program. Such an
analysis should: (1) include a discus-
sion about how this redirection will
improve the SSA ability to more timely
and efficiently complete the SMP soft-
ware program; and (2) address the
possible risks associated with diverting
resources away from documenting and
improving existing systems and with
taking a less structured approach to
software development.

Status: Action taken not fully
responsive. SSA responded that a risk
analysis of its new approach is unnec-
essary since its modified approach is
minor in impact and because the Senate
Appropriations Committee required a
risk analysis only if the SSA approach
to software modernization was substan-
tially modified. GAO is continuing to
analyze the SSA response and soft-
ware development approach in a cur-
rent GAO review for the Committee.

The Secretary of Health and Human
Services should direct SSA to imple-
ment an audit trail capability in
the current operation system that
identifies authorizers for all transac-
tions. Further, the system developed
to meet this requirement should pro-
vide feedback through which transac-
tion authorizers are informed, after
transactions have been entered into the
system, of all transactions attributed to

their personal identification numbers,
Finally, those authorizers should be
required to certify the accuracy of any
transactions attributed to their person-
al identification number.

Status: Action taken not fully
responsive. SSA has responded that it
will not implement this recommenda-
tion due to resource limitations since
future system features, currently under
review by GAO, will be responsive to
this need.

The Secretary of Health and Human
Services should direct SSA to promptly
report to the Committee: (1) the results
of the SSA risk analysis; and (2)
progress on implementing an audit
trail.

Status: Action taken not fully
responsive. The Committee requested
that SSA do a risk analysis unless it
returns to the approach outlined in the
1982 plan. SSA stated that this was
not needed because it was following the
1982 plan. GAO does not concur with
the SSA position, based on IMTEC-85-
16 and work scheduled for completion
in the immediate future. SSA deviat-
ed in many significant areas from the
intent of the original plan.

Social Security Administration’s Computer Systems
Modernization Effort May Not Achieve Planned Objectives

IMTEC-85-16, 09/30/85

Background

Pursuant to a congressional request,
GAQO reviewed the Social Security
Administration’s (SSA) implementation
of the Systems Modernization Plan
(SMP).

Findings

GAO found that: (1) although SSA
had made some progress in imple-
menting the plan, it had not fulfilled
the plan’s initial objectives to upgrade
existing software; (2) improvements in
three of the four modernization plan
programs increased system capacity,
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improved response time, and enhanced
data access; (3) progress in software
engineering was seriously behind sched-
ule; (4) software development stand-
ards were incomplete because of inad-
equate management attention and staff
constraints; and (5) important soft-
ware improvement projects have been
delayed or cancelled because software
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standards were incomplete. GAO also
found that: (1) SSA shifted its empha-
sis to building new systems instead
of first developing a proper software
environment and improving its existing
systems; (2) there was no proper foun-
dation for software redesign projects
without a software upgrade in place;
(3) the current data base architecture
concept called for technology beyond the
state-of-the-art and ultimately delayed
the plan’s implementation; (4) there
was a lack of effective planning, con-
trol, and monitoring of system projects;
(5) SSA did not effectively use some
contractor products, which contributed
to the contract's cost increasing from
$6 million to over $22 million; and
(6) SSA personnel resources constraints
adversely affected the software upgrade
activities.

Open Recommendations to
Agencies

The Secretary of Health and Human
Services should direct SSA to complete
the survival and transition phases con-
tained in the 1982 plan, adhering to
the phased approach and sequencing of
tasks. Specific attention should be given
to establishing the software engineering
environment, proceeding with software
improvement and redesign tasks by:
(1) improving the guidance in its soft-
ware engineering technology to explain
more fully procedures and standards
for improving and developing systems;
{2) implementing a quality-monitoring
mechanism to ensure that the Software
Engineering Technology Manual is
properly followed; and (3) perform-
ing software improvements, including
documentation of existing systems to
define system requirements. These sys-

tem requirements should be used to
support the software redesign efforts.

Status: Action in process. SSA
expanded its Software Engineering
Technology and has a draft out for
comment. There is no quality assur-
ance function in place for enforcement
of standards and SSA is performing
limited documentation on existing soft-
ware applications.

The Secretary of Health and Human
Services should direct SSA to conduct
a comprehensive risk analysis of the
data base architecture concept for the
Data Base Integration Program. This
analysis should include: (1) whether
the current concept represents a state-
of-the-art system; (2) the probability
of the concept’s success and related
time frames for its completion; and (3)
the risks associated with accomplish-
ing software system redesign prior to
establishing the data base architecture.

Status: Action taken not fully
responsive. SSA disagreed with this
recommendation. It asserted that it
completed these actions in 1983. SSA
noted that software was not available
on the open market at the time of
the GAO report; however, it decided
to make greater use of commercially
available software.

The Secretary of Health and Human
Services should direct SSA to ensure
that the task to procure and imple-
ment a nationwide communications net-
work is coordinated with system soft-
ware redesign projects to avoid devel-
oping ineffective software for the Data
Communications Utility Program.
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Status: Action taken not fully
responsive. SSA asserted that it is
complying with this recommendation,
but it could not provide any specific
analyses as evidence. Further, in anoth-
er GAO report, GAO identified weak-
nesses in data communications utility
procurement, such as not fully consid-
ering all functional requirements of the
system prior to procuring data commu-
nications equipment.

To improve the overall management of
the modernization plan, the Secretary
of Health and Human Services should
direct SSA to develop an action plan for
correcting the management deficiencies
that currently exist in the plan’s inte-
gration efforts. This plan should address
ways to more effectively monitor and
control activities among the programs
within the modernization plan.

Status: Action in process. SSA
presently has a request for proposals
out for integration and management
services.

The Secretary of Health and Human
Services should direct SSA to report to
Congress on the detailed strategies and
plans to the revised systems modern-
ization approaches and the results of
the data base architecture risk analysis.

Status: Action in process. SSA
reports to Congress frequently. Each
year Congress receives copies of the
SMP update, which include detailed
strategies and plans to revise SMP.
SSA has not completed a risk analysis
in response to this recommendation.
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ADP Systems: Concerns About the Acquisition Plan for
JOD’s Composite Health Care System

IMTEC-86-12, 03/31/86

3ackground

As required by the Department of
Defense (DOD) Authorization Act of
1986, GAO evaluated the DOD method-
ology and acquisition strategy for select-
ing and awarding Composite Health
Care System (CHCS) contracts.
Findings

GAO found that, although DOD has
implemented a sound methodology for
selecting first-stage vendors to com-
pete for CHCS contracts, there are
other aspects of its acquisition strategy
that could limit the program’s success,
namely that: (1) the extended CHCS
benchmark test was incomplete and did
not include many complex functional
requirements; (2) DOD will award the
final contract before the selected vendor

demonstrates whether the proposed sys-
tem can function in a military hospital;

and (3) DOD will not study all essential

site preparation and hardware equip-
ment requirements until after the final
award. GAO also found that: (1) under
the CHCS benchmark test plan, DOD
did not adequately evaluate whether
critical functions could be successfully
integrated; (2) although DOD believes
that it will not be difficult or costly
to develop the remaining requirements,
thorough system testing is imperative
before final production begins or ven-
dor selection is made; (3) even though
the extended benchmark test (EBT)
must be passed before CHCS software
is deployed, CHCS hardware deploy-
ment is not contingent upon the suc-
cessful completion of the benchmark
test; (4) DOD chose the current test
approach and proposed CHCS contract
award strategy to maintain a rapid
deployment schedule; (5) DOD did not
modify CHCS requirements to reflect

valid system changes that could have
affected the function and cost of CHCS;
and (6) the information DOD provided
prospective vendors for use in their pro-
posed system designs may have resulted
in erroneous estimates.

Open Recommendations to
Agencies

To ensure that the CHCS acquisition
selection process identifies the true
capabilities of competing vendors and
results in the development of a com-
prehensive medical ADP system that
meets user needs at a reasonable cost,
the Secretary of Defense should award
the CHCS extended benchmark test
contract only after the deficiencies are
addressed. Specifically, DOD should: (1)
analyze valid existing system-change
requests to determine their impact
on CHCS vendor designs; (2) incorpo-
rate critical changes into the CHCS
specifications being addressed during
EBT; and (3) require that these changes
be addressed.

Status: Action in process. DOD con-
curred with this recommendation. It
agreed to and reviewed the process
used to select capabilities for inclusion
in EBT to ensure EBT includes all
the high-risk capabilities of CHCS and
adequately tests the CHCS integrated
capabilities necessary to support MTF.

To ensure that the CHCS acquisition
selection process identifies the true

capabilities of competing vendors and
results in the development of a com-
prehensive medical ADP system that
meets user needs at a reasonable cost,
the Secretary of Defense should award
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the CHCS EBT contract only after
deficiencies are addressed. Specifically,
DOD should modify the CHCS request
for proposals to require the winning
vendor to successfully demonstrate the
CHCS design in one or more military
hospitals before DOD awards the full-
production contract.

Status: Action in process. DOD con-
curred with this recommendation. It
agreed to and reviewed the process
used to select capabilities for inclu-
sion in EBT to ensure EBT includes
all the high-risk capabilities of CHCS
and adequately tests CHCS integrated
capabilities necessary to support MTF.

To ensure that the CHCS acquisition
selection process identifies the true
capabilities of competing vendors and
results in the development of a com-
prehensive medical ADP system that
meets user needs at a reasonable cost,
the Secretary of Defense should award
the CHCS EBT contract only after
deficiencies are addressed. Specifically,
DOD should validate system-sizing data
to ensure that the data accurately
reflect current needs and operating con-
ditions found in the varying size hospi-
tals existing within each class of med-
ical treatment facility and provide any
necessary revisions to CHCS offerers.

Status: Action in process. DOD con-
curred with this recommendation. It
agreed to and reviewed the process
used to select capabilities for inclu-
sion in EBT to ensure EBT includes
all the high-risk capabilities of CHCS
and adequately tests CHCS integrated
capabilities necessary to support MTF.
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Computer Buys: Air Force Logistics Modernization
Program Should Comply With Brooks Act

IMTEC-86-16, 05/15/86

Background

GAO reviewed the procedures the Air

Force Logistics Command followed in

procuring computer equipment and ser-
vices for its Requirements Data Bank

Program, which was designed to update
automated logistics systems that sup-

port Air Force activities.

Findings

GAO found that the Air Force is
not complying with the Brooks Act,
which requires federal agencies to pro-
cure computer equipment through the
General Services Administration (GSA).
The Air Force does not believe that
the program and other components
of its Logistics Management Systems
Modernization Program are subject
to the act’s requirements because it
believes that the programs are cov-
ered by an amendment to the Armed
Services Procurement Act. That amend-
ment exempts certain mission-critical,
intelligence- or security-related equip-
ment, and weapons systems from the
Brooks Act. GAO believes that the
amendment does not cover inven-
tory control, storage depot, base-

level, and other logistics systems. The
Department of Defense (DOD) has
issued guidance distinguishing between
those logistics systems designed for
administrative and business applica-
tions and those designed to meet
mission-critical requirements. GAO also
found that: (1) it had previously
designated the Logistics Management
Systems Modernization Program as sub-
ject to the Brooks Act; and (2) since
the Requirements Data Bank Program
is not involved in mission-critical or
wartime-decisionmaking activities, it is
subject to the Brooks Act.

Open Recommendations to
Agencies

The Secretary of Defense should revise
the “DOD-Wide Guidance for Acquiring
Mission Critical Computer Resources
Under 10 U.S.C. 2315 (Armed Services
Procurement Act)” to be more explicit
in defining functional classifications and
applications that are exempted by the
Warner Amendment.
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Status: Action not yet initiated. DOD
sent an interim reply on July 21, 1986,
stating that its final reply was not fully
formulated, but would be sent when
complete.

The Secretary of Defense should direct
the Secretary of the Air Force to submit
an agency procurement request for the
Requirements Data Bank Program to
the Administrator of General Services.
The Air Force should submit the
request before carrying out the next
contract option for additional computer
equipment and services. For the other
programs in the Air Force’s Logistics
Management Systems Modernization
Program, the Secretary of Defense
should direct the Secretary of the Air
Force to submit an agency procurement
request before taking any further pro-
curement actions.

Status: Action not yet initiated. DOD
sent an interim reply on July 21, 1986,
stating that its final reply was not fully
formulated, but would be sent when
complete.
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SBA Needs To Strengthen Management of Its Computer

Systems

IMTEC-86-28, 08/29/86

Background

In response to a congressional request,
GAOQ reviewed the Small Business
Administration’s (SBA) automated sys-
tems and information resources man-
agement (IRM) activities to determine
whether: (1) they assist its regional
and district offices in carrying out the
agency’s major programs; and (2) they
are adequate, appropriate, and effec-
five.

Findings

GAO found that: (1) SBA did not sys-
tematically involve field offices in the
design and development of six prima-
ry automated systems that supported
major programs; (2) SBA did not have
an ongoing review process for field users
to identify and report system problems
after systems became operational; and
{(3) certain systems produced inaccurate
and untimely reports, did not provide
access to some data in the central sys-
tems, or lacked information the field
offices required to better manage agency
programs. GAQO also found that SBA:
(1) did not formalize its data processing
planning or adequately include field-
office users and top management in
this process; (2) lacked contractor per-
formance measures and cost controls
in its data processing contracts; (3)
supervised contractor personnel in 15
data processing contracts in fiscal year
1985, contrary to federal regulations;
(4) acquired a minicomputer through
unsound purchase practices and without
sufficient procurement and legal staff
review; and (5) did not have indepen-
dent, internal reviews to ensure that
systems were well-designed or were
working properly.

Open Recommendations to
Agencies

To make SBA automated systems more
useful to program and field offices and
to strengthen IRM activities, the Acting
Administrator, SBA, should implement
policies and procedures to require user
participation during the design, review,
and operation of automated systems.
These procedures should ensure that
user needs are addressed during the
design stages, and system effective-
ness is evaluated through regular post-
implementation reviews after the sys-
tem becomes operational.

Status: Action not yet initiated. SBA
has not responded to the requirements
of 31 US.C. nor to GAO on actions
taken.

To make SBA automated systems more
useful to program and field offices and
to strengthen IRM activities, the Acting
Administrator, SBA, should establish
a comprehensive planning process for
information resources. It should require
program and field offices to identi-
fy information requirements, including
the potential costs and benefits. The
resulting plan, based on consolidat-
ed, agency-wide requirements, should
establish objectives, strategies, and pri-
orities for meeting the information
requirements. Top management should
be actively involved in reviewing and
approving the plan.

Status: Action not yet initiated. SBA
has not responded to the requirements
of 31 U.S.C. nor to GAO on actions
taken.
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To make SBA automated systems more
useful to program and field offices and
to strengthen IRM activities, the Acting
Administrator, SBA, should strength-
en contracting procedures for software
development, operations, and gener-
al programming and technical sup-
port contracts to allow SBA to ade-
quately monitor contractor perform-
ance. At a minimum, such procedures
should require contract managers to use
detailed statements of work or written
task orders that set forth cost esti-
mates, time frames, and specifications
for contract deliverables.

Status: Action not yet initiated. SBA
has not responded to the requirements
of 31 US.C. nor to GAO on actions
taken.

To make SBA automated systems more
useful to program and field offices and
to strengthen IRM activities, the Acting
Administrator, SBA, should insert pro-
visions in current and new contracts to
comply with federal regulations cover-
ing personal services contracts. These
provisions should require contractors to
supervise their own personnel.

Status: Action not yet initiated. SBA
has not responded to the requirements
of 31 US.C. nor to GAO on actions
taken.

To make SBA automated systems more
useful to program and field offices and
to strengthen IRM activities, the Acting
Administrator, SBA, should strength-
en the management of data processing
acquigitions by establishing written
policies and guidelines requiring pro-
curement and legal representatives to
more actively review and participate in
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all phases of the procurement process,
including the requirements determina-
tion and contract modification phases.

Status: Action not yet initiated. SBA

has not responded to the requirements
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of 31 U.S.C. nor to GAO on actions
taken.

To make SBA automated systems more
useful to program and field offices and
to strengthen IRM activities, the Acting
Administrator, SBA, should provide the
Office of the Inspector General with the
resources needed to place more empha-
sis on reviews of IRM activities, includ-
ing reviews of general and application
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controls of automated systems under
development and in operation.

Status: Action not yet initiated. SBA
has not responded to the requirements
of 31 US.C. nor to GAO on actions
taken.
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Mortgage Credit and Thrift Insurance
Debentures Not Serving Purposes HUD Intended-

Legislative Changes Could Help Increase Effectiveness
and Minimize Interest Costs

RCED-85-38, 03/13/85

Background

GAO evaluated the provisions of the
National Housing Act of 1934 which
authorized the Department of Housing
and Urban Development (HUD) to
accept long-term, low-interest deben-
tures instead of cash as payment for
mortgage insurance premiums. GAO
focused its review on: (1) the impact of
redemption of debentures before they
reach maturity as payment for mort-
gage insurance premiums; and (2) help-
ing HUD improve program manage-
ment and Congress decide whether
amendments to the act, with respect
to the debentures, are warranted.

Findings

GAOQ found that the provisions of the
act which allow the redemption of
debentures before maturity could create
a need for increased appropriations, a
need for Treasury borrowing, or the
loss of any HUD opportunity to earn

interest on mortgage insurance premi-
ums paid in cash rather than in deben-
tures. GAO found that; (1) about 95
percent of all debentures redeemed dur-
ing the 5 years ending September 30,
1982, were used to pay mortgage insur-
ance premiums; (2) debentures were
used to pay almost 15 percent of the
premiums collected during the same
period; and (3) debentures with a 20-
year maturity date are redeemed on
the average in about 7 years. Because
HUD may not have reserves avail-
able in its insurance funds at the
time debentures are redeemed, early
redemptions can lead to borrowing from
the Treasury, and Treasury borrow-
ing rates have been historically higher
than rates carried by debentures being
redeemed. Consequently, when HUD
has to borrow money at interest rates
higher than the rates on the deben-
tures being redeemed, higher interest
costs are incurred. In 1982, HUD pro-
posed that its authorization bill include
a provision to eliminate the statutory

requirement allowing debentures to be
redeemed at face value in exchange
for mortgage insurance premium pay-
ments; however, the legislation was not
enacted. Finally, most mortgage lend-
ing institutions which GAO contacted
said that the mortgage insurance pre-
mium redemption feature provides no
particular incentive for investing in
programs which pay in debentures.

Open Recommendations to
Congress

Congress should amend the National
Housing Act to provide the Secretary,
HUD, with the authority to redeem

debentures prior to maturity at less
than face value in order to adjust for
variations between debenture interest
rates and Treasury borrowing rates.

Status: Action not yet initiated.

Other Advancement of Commerce

Federal Communications Commission Can Further
Improve Its Licensing Activities

RCED-83-90, 04/26/83

Background

In response to a congressional
request, GAO reviewed the Federal
Communication Commission’s (FCC)
processing of applications for new com-
mon carrier, broadcast, and private
radio licenses to identify changes to
make these operations more efficient
and productive.

Findings

As a result of continued technologi-
cal improvements and an increasing
demand for communications services,
the FCC application processing work
load has increased and is likely to con-
tinue to increase. Congress has noted
that, while FCC has tried to improve
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license processing speeds, it still takes
too long to get a license.

Open Recommendations to
Congress

If Congress determines that competi-
tion in the telecommunications markets
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has developed to the extent that market

forces eliminate the need for regulatory
intervention, Congress should amend
section 30%(d) of the Communications
Act of 1934, as it pertains to applica-
tions for new station licenses to require
that FCC not accept petitions to deny
based on allegations of economic injury
to existing licensees, as well as other
allegations unrelated to technical inter-
ference issues.

Status: Action not yet initiated.

If Congress determines that competi-
tion in telecommunications markets has
developed to the extent that market
forces eliminate the need for regulato-
ry intervention, Congress should repeal
the provisions of section 307(b), which
requires FCC to distribute licenses
among states and communities, so as
to provide a fair, efficient, and equi-
table distribution of radio service, but
which may no longer be necessary in
a competitive market.

Other Advancement of Commerce

Status: Action not yet initiated.

Congress, to overcome the delay caused
by mutually exclusive applications, may
want to consider authorizing FCC to
use a licenging procedure in which a
license would be granted to the first
qualified applicant who applied.

Status: Action not yet initiated.

SEC’s Efforts To Find Lost and Stolen Securities

GGD-84-42, 05/18/84

Background

The Securities and Exchange
Commission (SEC) maintains a pro-
gram to find securities, such as stocks
and bonds, that financial institutions
and their customers report as lost or
missing. GAO reviewed the SEC pro-
gram to determine its effectiveness in
finding such securities.

Findings
SEC requires financial institutions

to register under the program.
Registration entitles institutions to

report lost or stolen securities and check

securities they receive in commercial
transactions. GAO found that: (1) the
number of securities recovered through
the program has increased since its
inception, but SEC has not accurately
reported the dollar value of securities
actually found through the program;
and (2) SEC has exempted from the
program securities that do not have
industry identification numbers, and
certain securities that were former-
ly reported to Federal Reserve Banks
are no longer reported to either the
Federal Reserve or SEC. GAOQ also
found that: (1) financial institutions are
not complying with reporting require-
ments under the program; and (2) SEC
has not coordinated its program with

the National Crime Information Center
{NCIC), which also lists lost and stolen
securities.

Open Recommendations to
Agencies

As an initial step toward improving the
program’s capability to find lost and
stolen securities, the Chairman, SEC,
should require that lost or stolen secu-
rities formerly required to be report-
ed to the Federal Reserve Banks be
reported to the SEC program.

Status: Action in process. The SEC
proposed amendments to Rule 17f-1 are
expected to be adopted in the spring
of 1987. When the amendments are
adopted, this recommendation will be
fully implemented.

As an initial step toward improving
the program’s capability to find lost
and stolen securities, the Chairman,
SEC, should assess the effect of the
underreporting of lost and stolen secu-
rities without a securities industry
identification number and, if warranted,
direct the program operator to assign
identification numbers to these securi-
ties,
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Status: Action in process. SEC,
on a pilot basis, is allowing partici-
pants to report and inquire about non-
CUSIP securities on a voluntary basis.
Proposed amendments to Rule 17f-1
will require mandatory reporting and
inquiries,

As an initial step toward improving
the program’s capability to find lost
and stolen securities, the Chairman,
SEC, should develop a pilot program
to assess whether the $10,000 or less
transaction exemption should be con-
tinued, weighing the regulatory com-
pliance burden against the improve-
ment in securities found for financial
institution customers, as well as the
decreased deterrent effects.

Status: Action in process. SEC
requested public comments on its pro-
posed changes to the program that
would incorporate many of the GAO
recommendations. Based on comments
received from the public and the
industry, SEC is considering retain-
ing the $10,000 transaction exemption.
Commentators thought the associated
costs and benefits did not warrant
changing the exemption.
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Other Advancement of Commerce

Patent Automation Encountering Major Planning and
Procurement Problems

IMTEC-86-19, 07/17/86

Background

Pursuant to a congressional request,
GAO reviewed selected aspects of the
Department of Commerce’s Patent and
Trademark Office (PTO) Automated
Patent System.

Findings

GAO found that: (1) Commerce did not
adequately oversee the program during
the planning stage and spent millions of
dollars with little assurance that it was
implementing the best alternative for
operational improvements or that the
benefits were exceeding the costs; (2}
since PTO did not complete the required
space management study, the final sys-
tem configuration remains uncertain
and PTO cannot reliably estimate the
cost, schedule, and ultimate system
capabilities; (3) Commerce awarded a
cost-plus-fixed-fee contract for the sys-
tem’s design, development, implemen-
tation and maintenance, which was
inappropriate and inconsistent with fed-
eral regulations because it contained
few contractor cost-control incentives;
(4) since PTO altered the implementa-
tion plans without making correspond-
ing changes in the prime contract, it did
not have an accurate basis to judge con-
tractor performance; and (5) Commerce
and PTO decided not to establish need-
ed agency oversight at the contractor’s
facility to monitor the contract, despite
recent reports of accounting system
problems, contract costs escalating from
$159 million to $448 million, and actual
schedule slippage. GAO believes that
the method PTO is using to automate
patent activities has serious weakness-
es that increase the risk of acquiring a
system that will not efficiently achieve
automation goals.

Open Recommendations to
Agencies

The Secretary of Commerce should
reassess the direction and scope of
the automated patent system to ensure
that the best alternative for meet-
ing program objectives is being pur-
sued, automation benefits will exceed
costs, and the planned system can be
effectively and efficiently installed in
PTO facilities to achieve maximum
benefits. Furthermore, the Secretary
should not allocate additional funds to
the automated patent system contract
until the reassessment is completed and
the Secretary has determined the best
approach to follow and appropriately
reported the reassessment results and
planned actions to Congress.

Status: Action taken not fully
responsive. Commerce intends to con-
tinue to develop the automated patent
system for at least 1 more year with-
out addressing the planning deficiencies
cited in the report. Commerce believed
that it would be most effective to
conduct a reassessment after the sys-
tem has been evaluated. It disagreed
with the recommendation to not allo-
cate additional funds to the automated
patent system contract.

In reassessing this program, the
Secretary of Commerce should fol-
low applicable federal guidance, includ-
ing the Federal Information Resources
Management Regulation, and at a min-
imum should: (1) establish management
controls and quantifiable measures to
gauge program effectiveness; (2) identi-
fy and develop alternatives for meeting
PTO program objectives with a compar-
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ative analysis that can be used to select
the most cost-effective alternative; (3)
thoroughly support and document all
appropriate costs and benefits associ-
ated with each alternative, as indicat-
ed by Federal Information Processing
Standards Publication 64; and (4)
ensure that an appropriate space man-
agement analysis is adequately and
expeditiously implemented.

Status: Action taken not fully
responsive. Commerce’s action is not
fully responsive because it does not plan
to conduct any kind of reassessment
until the system testbed is evaluated
in the summer of 1987.

To help ensure that the reassess-
ment is appropriately conducted,
the Secretary of Commerce should
assign responsibility for the reassess-
ment to the Assistant Secretary for
Administration, the designated senior
department official for information
resources management. Furthermore,
this official should use the National
Bureau of Standards and obtain other
independent reviews as necessary to
ensure that: (1) the reassessment is
properly conducted and that the system
includes only components with accept-
able risk of cost-effective implementa-
tion; and (2) other critical issues, such
as a thorough test of all critical com-
ponents, are appropriately addressed.

Status: Action taken not fully
responsive. Commerce’s action is not
fully responsive because it does not
plan to conduct a reassessment until
the summer of 1987.

Following the reassessment, the
Secretary of Commerce should deter-
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mine the most appropriate acquisition
strategy to mitigate the government’s
risk. As part of this determination, the
Secretary must ensure that contractual
arrangements reduce the risk currently
imposed on the government, particu-
larly for implementation and mainte-
nance activities. In addition, all future
acquisitions should involve competitive
procurements with fixed-price contracts
to the maximum extent possible.

Status: Action taken not fully
responsive. Commerce plans to negoti-

contract by mid-February 1987. The
elements of this modification appears
to more fully comply with federal reg-
ulations and guidelines on acquiring
automatic data processing (ADP) sys-
tems. However, the ultimate success of
this approach is uncertain because the
contractor may be unwilling to nego-
tiate.

Because of Congress’ initial mandate
for an automation plan and the mag-
nitude of the planned expenditures, the

ate a modification to the existing system Secretary should report on the results

of the reassessment and on planned
actions to the House Committee on
Government Operations, the Senate
Committee on Governmental Affairs,
and the House and Senate Committees

before he acts on the reassessment.

Status: Action taken not fully
responsive. Commerce’s actions are not
fully responsive because the reassess-
ment will not occur until the summer
of 1987,

Postal Service

Opportunities To Improve the Postal Ratemaking Process

GGD-84-10, 04/23/84

Background

In response to a congressional request,
GAO reviewed the postal ratemaking
and classification processes to determine
whether opportunities exist to improve
them,

Findings

GAO found that, although the cur-
rent ratemaking process can be
lengthy, it works reasonably well
Further, GAO found that current
Postal Rate Commission (PRC) proce-
dures are appropriate for resolving mail
classification cases. The ratemaking
process provides interested parties with
an opportunity to participate in the pro-
ceedings, develops an evidentiary record
upon which rate decisions are based,
and normally produces PRC recommen-
dations to the Board of Governors for
new postal rates within a reasonable
time period. However, if the Board dis-
agrees with a PRC-recommended deci-
sion, the reconsideration process may
become excessively lengthy since there
is no time limit set by law. Although

the U.S. Postal Service (USPS), its
Board of Governors, and PRC agree
that time taken for reconsiderations
can be a problem, they disagree on
the remedies, with PRC favoring a
flexible time limit. Other problem areas
involve cost procedural issues, Board
use of technical assistance, USPS and
PRC reporting requirements, and the
consumer advocate’s role.

Open Recommendations to
Agencies

In order to clarify the roles of the
Governors, USPS, and PRC in the
ratemaking process, the Board should
amend its bylaws to: (1) define

the nature and scope of the Board
and USPS participation in considering
postal rate proposals; and (2) estab-
lish the policies and procedures the
Governors will follow when considering
modifications to the PRC-recommended
decision.
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Status: Action in process. This mat-
ter has been discussed by the Board.

Bylaws have not been amended as rec-
ommended by GAO.

In order to streamline and clarify
the provision and use of cost data
in the rate-consideration process, the
Postmaster General should direct USPS
to seek informal PRC comments on
proposed changes in cost procedures
and special cost studies as they are
being completed. If this process proves
constructive, the Postmaster General
should direct USPS to request periodic
rulemaking proceedings from PRC to
formalize the agreed upon procedures.

Status: Action not yet initiated. USPS
agreed with this recommendation; how-
ever, an action date is not known.
Actions being taken by PRC could make
this recommendation no longer appli-
cable. PRC is studying costing methods
to be used in determining attribution
for various costs.
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Community Development

Increasing HUD Effectiveness Through Improved

Management

RCED-84-9, 01/10/84

Background

GAO evaluated management effective-
ness at the Department of Housing
and Urban Development (HUD) with
the intention of identifying and ana-
lyzing management problems. GAO
focused on management’s performance
in: (1) organizing and directing HUD;
{2) planning activities and determin-
ing resource allocations; (3) executing
program delivery; and (4) providing
management control.

Findings

GAOQ found that HUD has many com-
plex and longstanding problems and
needs to: (1) improve organizational
stability; (2) increase emphasis on, and
accountability for, general management
functions; and (3) establish continuity
in HUD top management. GAO believes
that HUD reliance on the budget proc-
ess to direct and control HUD activ-
ity has not been an effective substi-
tute for needed management systems.
Weaknesses in the analytical base used
to support the HUD budget and to mon-
itor and analyze program activity have
hampered analysis and oversight by
Congress and others. Consistent prob-
lems have affected program delivery,
and HUD has not fully addressed the
causes of financial management prob-
lems, including inadequacies in long-
range planning and the absence of a
chief financial officer. In addition, HUD
management information systems did
not provide timely and accurate data,
which were necessary to establish con-
trol over HUD programs. GAO also
found that accounting systems were not
adequately automated and many auto-
mated accounting systems were obso-
lete.

Open Recommendations to
Agencies

To improve staff resources over the
long term, the Secretary, HUD, should
establish a staff development program
linked to overall organizational plan-
ning, which will coordinate department-
al efforts to forecast personnel needs.

Status: Action in process. In housing,
the largest HUD program area, a study
was completed which inventoried the
skills of housing field staff as to how

well they met present and future needs.

HUD plans to expand this kind of
analysis to other program areas.

To improve staff resources over the
long term, the Secretary, HUD, should
integrate staff needs assessments with
program implementation plans.

Status: Action in process. In hous-
ing, the largest HUD program area, a
study was completed which inventoried
the skills of housing field staff as to
how well they met present and future
needs. HUD plans to expand this kind
of analysis to other program areas.
Training needs are assessed annually
and updated on a quarterly basis.

For the short range, the Secretary,
HUD, should correct internal control
weaknesses and other financial man-
agement information system problems
identified during this review by ensur-
ing that: (1) the single-family premium
collection system and the process for
handling cash receipts and disburse-
ments include adequate internal con-
trols; (2) collections are placed under
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immediate accounting controls; (3)
sound cash management practices are
followed in handling receipts and dis-
bursements; and (4) the home improve-
ment loan collection process is stream-
lined as part of the current automation
effort.

Status: Action in process. The HUD
Internal Control System is now in
place and, according to HUD, operat-
ing smoothly. HUD is taking steps to
correct internal control weaknesses as
they are identified during A-123 stud-
ies.

For the long range, the Secretary,
HUD, should continue efforts to restore
integrity to the Department’s financial
management information systems by
enhancing system internal controls.

Status: Action in process. According
to HUD, improvements to its internal
control systems are made on a contin-
uing basis.

For the long range, the Secretary,
HUD, should streamline the processes
used to accomplish accounting fune-
tions.

Status: Action in process. The HUD
Internal Control System is now in
place and, according to the Office of
Management and Budget and GAO, is
one of the leaders in A-123 implemen-
tation in the federal government. HUD
is continuing to improve its accounting
gystems.

For the long range, the Secretary,
HUD, should develop accounting sys-
tems which comply with the princi-
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ples and standards established by the
Comptroller General. The objective of
this development process should be to
establish accounting systems capable of
providing timely, accurate, and com-
prehensive information and serving as
a basis for reporting on the adequacy
of internal controls as required by FIA.

Status: Action in process. HUD
believes that it has made substantial
progress in improving and automat-
ing its accounting operations and that
improving accounting operations is a
continuing activity.

For the long range, the Secretary,
HUD, should enhance financial man-
agement information system improve-
ments and future automation by estab-
lishing a long-range automatic data
processing (ADP} planning and control
process.

Status: Action in process. HUD
believes it has made substantial

progress in improving and automat-

ing its accounting operations and that
improving accounting operations is a
continuing activity.

As part of the long-range ADP plan-
ning and control process, the Secretary,
HUD, should ensure that existing and
proposed automated systems are nec-
essary, feasible, and cost-effective, and
that those systems which cannot per-
form their intended purpose in a cost-
effective manner are discontinued.

Status: Action in process. HUD
believes that it has made substantial
progress in improving and automat-
ing its accounting operations. HUD
also believes that improving accounting
operations is a continuing activity and
it is in the process of reviewing all of
its systems. Those not needed are to
be eliminated.

As part of the long-range ADP plan-
ning and control process, the Secretary,

HUD, should ensure that user needs
and administrative burdens are ade-
quately considered during system devel-
opment.

Status: Action in process. HUD
believes that it has made substantial
progress in improving and automat-
ing its accounting operations and that
improving accounting operations is a
continuing activity.

As part of the long-range ADP plan-
ning and control process, the Secretary,
HUD, should ensure that efforts to
develop modern automated systems are
continued.

Status: Action in process. HUD
believes that it has made substantial
progress in improving and automat-
ing its accounting operations and that
improving accounting operations is a
continuing activity.

Community Development

Insights Into Major Urban Development Action Grant

Issues

RCED-84-55, 03/05/84

Background

GAOQ examined the Urban Development
Action Grant (UDAG) Program, focus-
ing on: (1) the accuracy of the
Department of Housing and Urban
Development’s (HUD) information on
the results of completed projects; (2)
the participation of small cities in the
program; and (3) the requirements gov-
erning monies that recipient cities can
generate by loaning action grant funds
to private developers.

Findings

GAO found that, between January 1978
and November 1983, UDAG funded $3

billion in grants to distressed commu-

nities for economic revitalization and
neighborhood reclamation projects. The

HUD information system, however, did
not provide complete information on
program results realized from the 12
completed projects reviewed by GAO.
GAO also found that many of the most
economically distressed small cities did
not participate in UDAG because they:
(1) were unfamiliar with the program;
(2) had insufficient city government
capacity to plan a program project; and
(3) had difficulty obtaining adequate
private sector involvement. In addition,
many recipients were repaying UDAG
loans by developers before completion
of the intended UDAG projects, but
there is no clear policy on whether
cities can use these early repayments
for additional community and economic
development activities.
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Open Recommendations to
Agencies

The Secretary, HUD, to help increase
participation in the UDAG program of
cities with populations below 50,000,
should develop comprehensive UDAG
information materials to help educate
small cities and the private sector about
the program.

Status: Action in process. HUD
agreed with this recommendation and
plans to publish a handbook for small

cities and develop case studies. This
material has been developed but not
yet published because there is more
competition than funds. Further, the
administration wants to terminate the
program.
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Community Development

Improving Controls Over Rent and Management Fees at
Multifamily Housing Projects

RCED-84-118, 04/11/84

Background

Pursuant to a congressional request,
GAO evaluated the Department of
Housing and Urban Development’s
(HUD) procedures for controlling rents
and management fees at multifamily
housing projects.

Findings

As part of its oversight role in housing
programs, HUD reviews and approves
rent and management fee increases
for multifamily rental housing proj-
ects. GAO found that inadequate con-
trols resulted in excessive rents, higher
management fees, and possible over-
payment of HUD subsidies. Three
HUD field offices processed or approved
rent increases without receiving sup-
porting documentation. Approved rents
were overstated by about $510,000 at
17 projects, including overstatements
of capital improvements, commercial
income, expenses associated with pro-
viding rent-free apartments to manage-
ment personnel, and calculation errors.
GAO also found that: (1) capital
improvements and commercial income
were overstated because HUD person-
nel did not follow procedures; (2) cur-
rent HUD instructions were unclear

regarding the value of rent-free apart-
ments; (3) in some cases, there was no
evidence that supervisors reviewed the
work of personnel who processed rent
increases; (4) management fees were
being approved under different crite-
ria and rationales; and (5) field offices
were not comparing the payment of
management fees with approved fees.
HUD is in the process of developing
new procedures for the review of both
rent increases and management fees.

Open Recommendations to
Agencies

The Secretary, HUD, should finalize
and implement new procedures for
improving controls over rents and
management fees. These procedures
should include the development of more
specific guidelines on the documenta-
tion required and the analysis needed
for field offices to process and approve
rent increases.

Status: Action in process. Action was
initiated but is currently suspended due
to staff cutbacks. No projection has been
given on when action will resume.
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The Secretary, HUD, should finalize
and implement new procedures for
improving controls over rents and man-
agement fees. These procedures should
include clarification of guidelines per-
taining to the treatment of rent-
free units in evaluating rent increase
requests.

Status: Action in process. Action was
initiated but is currently suspended due
to staff cutbacks. No projection has been
given on when action will resume.

The Secretary, HUD, should finalize
and implement new procedures for
improving controls over rents and man-
agement fees. These procedures should
include the development of guidelines
for supervisory controls over the rent
and management fee processes.

Status: Action taken not fully
responsive. Regulations for control-
ling management fees were issued on
June 6, 1986. Regulations for improv-
ing supervisory controls over rents are
still undergoing revision.
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Community Development

Opportunities for Public Housing Authorities To Develop
and Acquire Computer-Based Management Information

Systems

IMTEC-84-13, 09/28/84

Background

GAO evaluated the practices followed
by public housing authorities (PHA)
in acquiring computer-based manage-
ment information systems and the
Department of Housing and Urban
Development’s (HUD) role in coordi-
nating these acquisitions.

Findings

GAO found the present system of
allowing PHA to independently devel-
op and acquire computer-based infor-
mation systems has resulted in systems
that are unique and costly. Such sys-
tems do not take advantage of the
potential for transferability and shar-
ing of software applications that exists
among PHA.

Open Recommendations to
Agencies

The Secretary, HUD, to aveid duplicate
and costly development and acquisition
of computerized systems, should provide
central management direction and tech-
nical assistance to PHA for the acquisi-
tion and development of computer-based
management information systems.

Status: Action in process. HUD is con-
sidering a proposal to establish a new
Information Services Division to coor-
dinate technical advisory service and
guidance to PHA on their acquisition
of computer hardware and software.

The Secretary, HUD, to improve the
reporting of financial and management

information by PHA to HUD, should
guide and coordinate the development
of compatible automated systems to
provide for the direct interface and
linkage of the PHA and the HUD
computer systems.

Status: Action in process. HUD
established a PHA Automation Task
Force to: (1) improve the timeliness
and accuracy of budgeting financial and
statistical data; and (2) improve its
capability and effectiveness in providing
technical assistance and guidance to
PHA in the acquisition and efficient use
of computer based systems. HUD will
sponsor the development of software for
automating PHA functions.

Disaster Relief and Insurance

National Flood Insurance: Marginal Impact on Flood Plain
Development, Administrative Improvements Needed

CED-82-105, 08/16/82

Background

Pursuant to a congressional request,
GAO examined whether: (1) the
National Flood Insurance Program
(NFIP), administered by the Federal
Emergency Management Agency
(FEMA), stimulated flood plain devel-
opment; and (2) FEMA was adequately
enforcing flood plain management reg-
ulations.

Findings

Coastal and barrier island communi-
ties are developing rapidly, because
they offer many attractive features and
opportunities for recreation and retire-
ment. After studying six coastal com-
munities and interviewing various fed-
eral, state, and local officials, GAO
concluded that the availability of fed-
eral flood insurance is not the principal
reason for flood plain development in
these communities, but it does offer a
marginal added incentive to develop-
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ment. GAO also found that FEMA mon-
itoring of local communities’ enforce-
ment of flood plain management regula-
tions has been inadequate. Additionally,
GAO noted errors in designations of
flood zones on which insurance rates
were based. GAO observed that pro-
viding flood insurance and other fed-
eral assistance in extremely hazardous
coastal areas subject to wave damage
may be an undesirable public policy
because of the high potential for loss
of life and destruction of property.
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Open Recommendations to
Agencies

The Director, FEMA, should establish a
centralized control system to direct and
guide the monitoring and enforcement
program. This system should include
the systematic selection and periodic
updating of information on those com-
munities in each region whose compli-
ance with flood plain requirements is
considered critical. These communities
should receive priority for monitoring
visits. The system should also include
continuing evaluations of community

visits to measure individual and over-

all community compliance and to eval-
uate the effectiveness of the monitoring
program in each region.

Status: Action in process. Estimated
completion date: 10/87. FEMA complet-
ed certain actions to implement this rec-
ommendation, including computeriza-
tion of monitoring visit reports and pri-
oritizing communities. Several projects
are underway to collect and comput-
erize key property address and claims
information to use in community mon-
itoring and enforcement. FEMA plans

Disaster Relief and Insurance

to update the listing which ranks the
communities needing compliance visits.

The Director, FEMA, should reallocate
staff resources to increase monitoring
activities in regions 4 (Atlanta) and 6
(Dallas).

Status: Action in process. Estimated
completion date: 10/87. The Federal
Insurance Administration has recom-
mended recruiting additional regional
staff during fiscal year 1987 to provide
more monitoring staff for regions 4 and
6, if funds are available.

National Flood Insurance Program: Major Changes
Needed if It Is To Operate Without a Federal Subsidy

RCED-83-53, 01/03/83

Background

Pursuant to a congressional request,
GAO examined: (1) how the
Federal Emergency Management
Agency (FEMA) establishes rates for
the National Flood Insurance Program
(NFIP); (2) whether it is possible to
eliminate the federal subsidy and make
the program self-sustaining; and (3)
whether the flood insurance revolving
fund is an appropriate mechanism for
financing the program.

Findings

GAO found that NFIP has not collected
sufficient premiums to cover the cost
of providing the insurance to about 1.9
million policyholders living in flood-
prone areas. To compensate for the
inadequate premium income, the FEMA
Federal Insurance Administration bor-
rowed a total of $854 million from
the Treasury between 1970 and 1980.
Except where FEMA provides an inten-
tional subsidy, flood insurance policy-
holders are required to pay insurance

rates which are set in accordance with
accepted actuarial principles. FEMA
has relied on a combination of models
and judgment to set the insurance rates,
and methodological and data weakness-
es in this approach have produced an
overly complex rate structure that has
not generated sufficient income to cover
the costs of providing insurance or
build up a reserve. FEMA is currently
attempting to eliminate the federal sub-
sidy by fiscal year 1988. When Congress
established the flood insurance revolv-
ing fund, it expected the program to
be run as a joint government-insurance
industry operation. However, after a
series of disagreements in 1978, the
government terminated the insurance
industry’s involvement and took over
the program.

Open Recommendations to
Agencies

To develop a risk premium rate struc-
ture, which produces adequate premi-
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um income and is in line with accept-
ed actuarial principles, the Director,

FEMA, should estimate and establish
a catastrophic reserve.

Status: Action in process. Estimated
completion date: 01/88. This action has
been initiated and FEMA plans that
this action will be completed about
1987 or 1988.

To develop a risk premium rate struc-
ture, which produces adequate premi-
um income and is in line with accept-
ed actuarial principles, the Director,
FEMA, should increase reliance on
recent loss experience in setting rates.

Status: Action in process. Estimated
completion date: 01/88. This action is
in process and is part of the rate
design changes that are projected for
completion about 1987 or 1988.
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Elementary, Secondary, and Vocational Education

Implementation of Public Law 94-142 as It Relates to
Handicapped Delinquents in the District of Columbia

GGD-86-4, 10/17/85

Background

Pursuant to a congressional request,
GAO reviewed the District of
Columbia’s implementation of the
Education for All Handicapped Children
Act of 1975, which pertains to learn-
ing disabled and emotionally disturbed
juvenile delinquents and requires that
education and services for handicapped
children be delineated in individualized
education programs (IEP).

Findings

GAOQ found that the District is not
meeting its commitments under the act
because: (1) many handicapped delin-
quents are not given opportunities for
special education; (2) IEP do not meet
all the requirements of the act; and
(3) most handicapped delinquents in
Youth Services Administration (YSA)
custody do not receive special educa-
tion. In order to be in compliance,
IEP must contain certain educational
and procedural requirements against
which to monitor juvenile education
and guardian participation in IEP.
About 73 percent of IEP are missing
these requirements. The *Mills Decree”
court decigion also requires that assess-
ment, IEP development, and placement
of handicapped juveniles be completed
within a maximum of 60 calendar days
from the date of referral; however, the
central facility which performs these
assessments averages 117 days. Three
YSA facilities do not provide special
education to handicapped delinquents
and none of the teachers are certified
to teach any subject. In addition, these
facilities have no criteria and do not
follow public school standards for deter-
mining which delinquents are handi-
capped. GAO also found that, although
the D.C. Public Schools are required to

monitor program effectiveness, they are
not adequately reporting problems or
corrective actions for the facilities. GAO
believes that there is no focal point for
coordination and information exchange
among the D.C. Public Schools, the D.C.
Superior Court, and YSA for identify-
ing and educating delinquents.

Open Recommendations to
Agencies

The Board of Education should direct
the Superintendent of the D.C. Public
Schools to work toward reducing the
time necessary for assessment, IEP
development, and placement of handi-
capped delinquents with the goal of ulti-
mately adhering to the Mills Decree’s
60-day requirement. As a first step, the
Superintendent should emphasize to all
staff the need for timely referral for
testing and assessment of all juveniles
for whom the need for such services is
indicated.

Status: Action in process. The School
Superintendent and School Board are
studying the problem and possible solu-
tions. The Superintendent completed
action on the second part of this rec-
ommendation.

The Board of Education should direct
the Superintendent of the D.C. Public
Schools to ensure, through monitoring,
that YSA and the Public Schools are
referring all juveniles for testing who
need to be tested and that the Public
Schools are developing complete IEP.

Status: Action in process. An imple-
mentation plan between the Mayor and
the School Board was signed in May
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1986. Actual implementation began on
September 8, 1986.

The Board of Education should direct
the Superintendent of the D.C. Public
Schools to monitor handicapped delin-
quents in the custody of YSA to ensure
they receive at least the same services
to which handicapped juveniles in the
Public School system are entitled.

Status: Action in process. An imple-
mentation plan is under development
by the School Superintendent.

The Board of Education should direct
the Superintendent of the D.C. Public
Schools to ensure that appropriate con-
tracted residential facilities are selected
as placements for handicapped delin-
quents. The Public Schools should
ascertain what programs are avail-
able at residential facilities with which
the District contracts, notify the D.C.
Superior Court of the type of delinquent
each facility is capable of serving, and
periodically ascertain whether the pro-
grams have changed.

Status: Action taken not fully
responsive. There is nothing to indi-
cate that the schools intend to con-
tinue forwarding information to the
courts regarding program changes at
residential facilities.

The Board of Education should direct
the Superintendent of the D.C. Public
Schools to monitor YSA contracted res-
idential facilities for compliance with
the act. In addition, the D.C. Public
Schools should monitor the education-
al program quality at these facilities,
as well as at YSA public residential
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facilities. This monitoring effort should
ensure that required services in IEP
are being provided by these facilities.

Status: Action in process. An imple-
mentation plan is under development
by the School Superintendent. Funding
has been authorized to hire a monitor-
ing staff.

The Mayor of the District of Columbia
should direct YSA to develop written
procedures and establish specific crite-
ria for forwarding information to the
D.C. Superior Court and the Public
Schools, once notified by the Court that
a juvenile is being detained, or has re-
entered the school system.

Status: Action in process. An imple-
mentation plan is under development
by the Mayor and two other agencies.

The Mayor of the District of Columbia
should direct YSA to provide all edu-
cational and related services which are
required by delinquents’ IEP.

Status: Action in process. An imple-
mentation plan is under development.

The Mayor of the District of Columbia
should direct YSA to notify the Public
Schools of the required services that
YSA cannot provide.

Status: Action in process. An imple-
mentation plan is under development.

The Mayor of the District of Columbia
should direct YSA to establish a spe-
cial education program for handicapped
delinquents at Oak Hill, Cedar Knoll,
and the Receiving Home for Children.

Status: Action in process. An imple-
mentation plan is under development.

The Mayor of the District of Columbia
should direct YSA to evaluate follow-up
services provided to delinquents after
release from YSA custody and correct
any administrative, management, and
procedural problems identified.

Status: Action in process. An imple-
mentation plan was signed, and imple-
mentation began on December 1, 1986.

The Secretary of Education should pro-
vide the necessary oversight and assis-
tance to bring the District into com-
pliance with the act as it relates to
handicapped delinquents.

Status: Action in process. An action
plan is being considered by Education
officials.

Higher Education

Many Proprietary Schools Do Not Comply With
Department of Education’s Pell Grant Program

Requirements
HRD-84-17, 08/20/84

Background

In response to a congressional request,
GAO assessed the administration of
the Pell Grant Program by proprietary
schools.

Findings

Proprietary schools are usually private,
for-profit vocational schools, and the
objective of the Pell Grant program
at postsecondary proprietary schools is
to help financially needy students get
training to prepare them for employ-
ment. Since the program began in 1973,
the number of recipients has grown
over twelvefold and, during the 1980
through 1981 school year, proprietary
schools received and administered $278
million in federal Pell Grant funds.

GAO estimated that school practices
which are not in the best interests of
the students and do not comply with
program requirements are costing the
government millions of dollars. These
practices include: (1) the admission
of unqualified students who have a
greater tendency to drop out of school
before completing their training than
do qualified students; (2) the failure to
establish or enforce academic program
standards; (3) schools’ misrepresenting
themselves to prospective students; and
(4) errors in computing and disbursing
Pell Grant awards and refunds. In its
efforts to assess whether schools comply
with Pell Grant Program requirements,
the Department of Education conducts
on-gite program reviews at some schools
each year; however, GAO believes that
these reviews are not adequate and are

Page 41

hampered by the agency’s limited staff
resources.

Open Recommendations to
Agencies

In view of the significantly higher
dropout rate for students admitted on
the basis of the ability-to-benefit crite-
rion, the Secretary of Education should
explore the feasibility of developing cri-
teria that would provide schools with
a better indication that such students
have a reasonable likelihood to com-
plete training. In developing criteria,
the Secretary might consider, among
other things, the characteristics of suc-
cessful students enrolled on the basis of
ability to benefit, where determinable.
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If suitable criteria cannot be developed,
the Secretary should seek a legislative
change to limit admission to students
with a high school diploma or gen-
eral education development certificate
and provide that exceptions to this
requirement be justified in writing and
approved by Education.

Status: Action in process. The sta-
tus of this recommendation remains
the same since there was no update
provided by Education. As of the last
update in September 1985, Education
was exploring the feasibility of develop-

ing admissions criteria to be considered
by the schools.

The Secretary of Education should
request that the Inspector General (IG):
(1) gather information on why regional
offices reject the audit work and reports
of independent public accountants; and
(2) use the analysis of this information
as a basis for assessing and, when nec-
essary, increasing the quality and reli-
ability of public accountant audit work.
The overall result of this effort would
be the development of better informa-
tion for Education to use in monitoring
compliance. Such information, together
with Education’s program reviews and

IG audits, should allow Education to
better ensure that problems such as
those noted regarding recruiting prac-
tices, adherence to academic progress
standards, and administering federal
funds are identified and remedial or
other enforcement action is taken where
appropriate,

Status: Action in process. Education’s
IG is in the process of identifying
recurring problems with independent
public accountant audit reports and
plans to revise its manual to incorporate
resulting policy changes.

Higher Education

Pell Grant Validation Imposes Some Costs and Does Not
Greatly Reduce Award Errors: New Strategies Are Needed

PEMD-85-10, 09/27/85

Background

GAO analyzed the Department of
Education’s efforts to verify data sub-
mitted by applicants to the Pell Grant
Program through validation and the
effects of validation on educational
institutions and on student applicants
for financial aid.

Findings

GAO conducted: (1) in-depth case stud-
ies of 12 postsecondary schools repre-
senting the diversity of schools that
Pell Grant recipients attend; and (2) a
random sampling of the financial aid
offices of 400 other institutions. GAO
also surveyed students at three differ-
ent types of schools and compared the
experiences of validated and nonvali-
dated students. GAO found that: (1)
validation increased from 39 percent
of recipients in 1981 to 1982 to 64
percent in 1982 to 1983; (2} schools
were generally positive toward vali-

dation and willing to see it expand-
ed to other financial aid programs,
although they reported increased costs
and award delays attributable to val-
idation; (3) validation problems and
delays in awards did not appear to have
an effect on most students’ academic
plans, although about 1 percent of them
may have had their plans negatively
affected; and (4) substantial, continuing
problems with student application and
institutional errors exist despite vali-
dation, with overawards occurring more
frequently than underawards. GAO also
reviewed Education’s most recent stud-
ies of Pell Grant error and found that
its efforts to reduce error were hindered
by: (1) lack of clear purpose and for-
mal goals, with little done to prevent,
as well as detect, error; (2) informa-
tion gaps caused by lack of regular
monitoring of error rates at all types
of schools; (3) decisions made under
time constraints, contributing to misin-
terpretation of data; (4) fragmentation
within the Office of Student Financial
Asgistance; and (5) isolation from other
agencies that deal with award inaccu-
racies.
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Open Recommendations to
Congress

Congress may wish to consider the
rates of Pell Grant error to deter-

mine whether additional guidance to
Education would be helpful.

Status: Action taken not fully
responsive.

Open Recommendations to
Agencies

The Department of Education may
wish to present proposals for legislative
change. However, before taking specific
actions, Education needs goals for accu-
racy, diverse strategies clearly linked
to the goals, better data, and inter-
nal management structures that will
apply leadership to corrective action. A
comprehensive effort might include a
more active search for relevant expe-
rience in other agencies and a greater
use of pilot tests of promising prac-
tices without having to experiment on
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the regular system. In addition, a com-
prehensive effort to define goals and
strategies might be made in coopera-
tion with the postsecondary institutions
that now carry the responsibility for
day-to-day administration of the Pell
Grant Program.

Status: Action taken not fully
responsive. Education expanded its
existing approach to Pell Grant error
by requiring more data elements to be
verified, and also expanded verification
to the other federal student aid pro-
grams. However, institutions of higher
education complained about the work
load, and Congress responded by direct-
ing that the rules not be enforced.

Higher Education

Attempted action, although not the
action recommended, has failed.

The Office of Management and Budget
(OMB) should maintain its oversight
of the Pell Grant Program. OMB could
also promote the sharing of promis-
ing internal practices in federal agen-
cies, identify workable and effective
approaches for institutions carrying out
verification functions for federal pro-
grams, and encourage the use of joint
or substitutable eligibility in order to
reduce the work required for need anal-
yses and eligibility reviews wherever
possible.

Status: Action in process. OMB
oversight of Pell Grant quality con-
trol issues by the budget examiner for
higher education, though not by OMB

management reviewers, has been visi-
ble and vigorous.

OMB should maintain its oversight of
the program, in future management

reviews, to ensure that OMB concerns
and the issues raised, including the

need for improvements in Pell Grant
evaluation information, are considered
and acted upon.

Status: Action in process. Education’s
most recent Pell Grant validation guide-
lines do not reflect GAO observations.

GAO has not been able to determine if
the gap was at the OMB or Education
level.

Guaranteed Student Loans: Better Criteria Needed for
Financing Guarantee Agencies

HRD-86-57, 07/02/86

Background

GAO reported on the financing of guar-
antee agencies under the Department of
Education’s Guaranteed Student Loan
Program, specifically whether reserves
exceed the risks guarantee agencies
are asked to assume, at the expense
of the federal government and student
borrowers.

Findings

GAQ found that: (1) guarantee agen-
cies decide for themselves the levels
of reserve funds they need and have
accumulated more reserves than nec-
essary; (2) the agencies had $986 mil-
lion in cash reserves at the end of
fiscal year (FY) 1985; (3) Education
is seeking legislative action to reduce
certain sources of funds available to
the guarantee agencies; (4) Congress
passed a bill requiring Education to
recall $75 million in federal advances

from the guarantee agencies during FY
1988; and (5) agencies used some of
their reserves for non-program purpos-
es. GAO believes that the recall of
advances should be conducted over 2
years, rather than as a 1-time payback.

Open Recommendations to
Congress

Congress should amend the Higher
Education Act of 1965 to require the
Secretary of Education to: (1) estab-
lish, in consultation with the guarantee
agencies, criteria for the appropriate
levels of reserves guarantee agencies
should retain, based on the financial
risks they face; and (2) recall federal
advances from the guarantee agencies
beyond the amounts needed to maintain
reserves at the established levels.
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Status: Action in process.

Congress should amend the Higher
Education Act of 1965 to restrict the
growth of future agency reserves beyond
the established levels. In this regard,
Congress should consider adjustments
to one or more of the financing provi-
sions for guarantee agencies. Options
for consideration include: (1) reduc-
ing administrative cost allowance reim-
bursements, reinsurance, or the per-
centage of collections guarantee agen-
cies may retain, if the preference is to
reduce federal expenditures; (2) reduc-
ing insurance premiums charged by
agencies if the preference is to reduce
student costs; or (3) some combination
of these.

Status: Action in process.
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Guidelines for Reducing Guaranty Agency Reserves

HRD-86-129BR, 08/07/86

Background

Pursuant to a congressional request,

GAO: (1) provided guidelines for deter-
mining the maximum amount of cash
reserves necessary to guarantee loans
under the Guaranteed Student Loan

Program; and (2) estimated the effects
the guidelines would have if they were
implemented in fiscal year (FY) 1986.

Findings

GAO noted that agencies should estab-
lish their own maximum reserves based
upon their potential to experience neg-
ative cash flow. GAO developed a
methodology to set maximum reserve
levels as an amount equal to the largest
of three factors: (1) a percentage of
claims paid during the prior FY; (2) a
percentage of the amount of outstand-
ing loans guaranteed by the agency
at the end of the prior FY; and (3) a
minimum of $500,000 to provide for the
smaller loan portfolios and claims activ-
ity of small agencies, If the guidelines
had been implemented in FY 1986:
(1) there would have been adequate
reserves to offset the largest negative
cash flows experienced by any of the
guaranty agencies in FY 1984 and FY
1985; (2) guaranty agencies would have
returned between $52 million and $81
million in federal advances; and (3)
excess reserves would have decreased

between $95 million and $222 mil-
lion. GAO concluded that: (1) agencies’
reserve limits should be large enough
to accommodate the cash flow problems
experienced by any of the agencies in
recent years but not so large that they
would allow the accumulation of unnec-
essarily large reserves; and (2) savings
from the implementation of these guide-
lines in FY 1987 and beyond would
depend on the financial condition of
each agency during the previous year
and the reduction or elimination of
barriers such as existing state laws
and contractual agreements.

Open Recommendations to
Congress

Congress should consider amending the
Higher Education Act of 1965 to require
that guaranty agency reserves be lim-
ited during each FY to the largest of:
(1) a percentage in the range of 40
to 50 percent of claims paid during
the preceding year; (2) a percentage in
the range of 0.3 to 1 percent of the
original amount of outstanding loans
guaranteed by the agency at the end of
the preceding year; or (3) a minimum
dollar amount of $500,000 to protect
smaller agencies.

Status: Action not yet initiated.
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Congress should consider amending the
Higher Education Act of 1965 to require
the Secretary of Education to: (1) annu-
ally determine, at the end of the first
quarter of each FY, the cash reserve
applicable to each agency during the
current FY; and (2) require, where actu-
al cash reserves at the end of the prior
FY exceed the limits, that such excess
reserves be used first to return feder-
al advances and then to pay default
claims without reimbursement.

Status: Action not yet initiated.

Congress should consider amending the
Higher Education Act of 1965 to pro-
vide for appeal by the guaranty agen-
cies to the Secretary of Education of
the maximum reserve levels permitted
at the end of each FY on the basis that:
(1) an agency’s financial position had
deteriorated significantly after the end
of the FY; (2) an agency has agree-
ments that require the agency to main-
tain reserves that exceed the maximum
limits; or (3) significant changes in the
economic environment or the program
render the guidelines inadequate for
individual agencies.

Status: Action not yet initiated.
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Other Labor Services

Congress Should Consider Repeal of the Service Contract

Act

HRD-83-4, 01/31/83

Background

GAO reported on the problems and
impacts of the Service Contract Act of
1965, as amended, and the Department
of Labor’s administration and enforce-
ment of its implementing regulations
and procedures.

Findings

GAO found that Labor has been unable
to administer the Service Contract Act
efficiently and effectively because: (1)
inherent problems exist in its admin-
istration; (2) wage rates and fringe
benefits set under the act are gener-
ally inflationary; (3) accurate determi-
nations of prevailing wage rates and
fringe benefits cannot be made using

existing data sources and the data
needed to accurately determine pre-
vailing wage rates and fringe benefits
would be very costly to develop; and
(4) the Fair Labor Standards Act and
administrative procedures implement-
ed through the federal procurement
process could provide a measure of
wage and benefit protection the act
now covers. Pending proposed regula-
tions would limit Labor’s application
of the act while leaving unresolved
the major underlying problems in acecu-
rately developing prevailing wage rates
and fringe benefits. In addition, ambi-
guities in the language of the act have
hampered Labor’s ability to develop
accurate wage rates and fringe benefits
for employees. Amendments to the act
further complicated Labor’s task by

requiring Labor to issue collectively
bargained wages and benefits in specific
successor confractor situations and give
due consideration to federal employee
wages and benefits in making deter-
minations of the prevailing wages and
benefits in a locality.

Open Recommendations to
Congress

Congress should consider repealing the
Service Contract Act of 1965.

Status: Recommendation valid/action
not intended.

Other Labor Services

Interim Report on the Department of Labor’s Management
of the ERISA Enforcement Program

HRD-85-82, 06/24/85

Background

In response to a congressional request,
GAO provided information on its
ongoing review of the Department
of Labor’s management of the
Employee Retirement Income Security
Act (ERISA) enforcement program.

Findings

The Office of Pension and Welfare
Benefit Programs (OPWBP) is
responsible for enforcing ERISA report-
ing, disclosure, and fiduciary provisions.

In 1984, OPWBP reported closing 2,454
cases, and $93 million in assets were

recovered or safeguarded. Despite its
accomplishments, the program for pro-
tecting pension plan benefits has been
criticized over the last 10 years by

a number of organizations. In 1984,

a work group reported that the ERISA
enforcement program was unable to
maintain credibility within the employ-
ee benefit plan community because
there was no assurance that ERISA
violations would be detected and cor-
rected. GAO found that the program has
lacked a consistent long-term strategy,
and as a result, there is not adequate
assurance that plans most likely to be
in violation of the act were being select-
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ed, or that limited OPWBP resources
have been effectively applied. Three
area offices, which GAO reviewed, all
used different bases for case selection,
and only one had attempted to eval-
uate the effectiveness of its methods.
There has also been a frequent turn-
over of key program officials resulting
in changes in enforcement policy, and
the small size of the investigator and
auditor staff has enabled OPWBP to
review only 1 percent of the plans each
year. Finally, since 1977, the training
provided for ERISA staff has been lim-
ited and inadequate. Although Labor
has recently taken action to reorganize
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the enforcement program, certain long-
standing problems still persist.

Open Recommendations to
Agencies

The Secretary of Labor should direct
OPWBP to develop a comprehensive,
long-term enforcement strategy.

Status: Action in process. Estimated
completion date: 12/87. A strategy was

drafted and sent to the Secretary for
approval.

The Secretary of Labor should periodi-
cally track the progress of the enforce-
ment strategy.

Status: Action in process. Estimated
completion date: 11/87. Labor will
review implementation progress of the
new strategy during fiscal year 1987
and make appropriate changes by
November 1987.

The Secretary of Labor should held
key program managers accountable for
adhering to the strategy and producing
results unless changes are adequately
justified and approved.

Status: Action in process. When
implemented, managers will be held
accountable for accomplishing the new
strategy’s goals.

Other Labor Services

Strong Leadership Needed To Improve Management at the

Department of Labor

HRD-86-12, 10/21/85

Background

GAO reviewed how the Department of
Labor could improve management by:
(1) identifying and handling emerging
issues; (2) minimizing vulnerability in
implementing and controlling manage-
ment systems for efficient and effective
program delivery; and (3) operating
financial, procurement and automatic
data processing (ADP) systems in a
business-like way.

Findings

GAO found that Labor had no system-
atic, departmentwide, long-range policy
planning process in such problem areas
as: (1) determining how to best use the
agency’s investigators to achieve a cred-
ible enforcement program of pension
plans; (2) reducing the lengthy time
involved in issuing regulations; and
(3) integrating the acquisition and use
of ADP resources without unduly con-
straining component operations. GAO
also found that the Secretary gener-
ally did not identify key priorities or
systematically track progress; however,
where he did identify priorities, results
were achieved. In addition, GAO found
that: (1) information systems did not

always provide sufficient data on mis-
sion attainment; (2) the monitoring of
programs primarily operating at the
state and local levels may not be iden-
tifying vulnerable areas; (3) program
managers often did not perceive audits,
reviews, and evaluations as identifying
and resolving problems; (4) the agency
might have lessened the adverse effect
of reductions in force through better
identification and planning for long-
term staffing needs; (5} Labor’s train-
ing and management development pro-
grams lacked credibility among many
program managers; and (6) Labor has
not operated key support functions such
as financial management, ADP, pro-
curement, and productivity improve-
ment as effectively or efficiently as
possible.

Open Recommendations to
Congress

Congress should consider the need for:

(1) stronger concern for enhancing man-
agerial direction and control; (2) better
accountability for agencywide manage-

ment functions; and (3) more continuity
in the top management team.
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Status: Action in process.

Open Recommendations to
Agencies

The Secretary of Labor should: (1)
establish a special committee to deter-
mine what can be done to expedite
Labor’s rulemaking process; (2) devel-
op recommendations and a strategy for
implementation; and (3) focus attention
on correcting the problem.

Status: Action in process. The
Secretary established a committee in
November 1985 to develop recommen-
dations and an implementation strat-
egy. Studies are underway.

The Secretary of Labor should enhance
procurement capability by directing pro-
curement managers, as well as program
managers, to work with their personnel
offices to focus on enhancing position
skills, defining position requirements,
and ensuring proper job classification.

Status: Action in process. Estimated
completion date: 10/87. Labor is match-

GAOQ/OTRM-87-1 Recommendations



Education, Training, Employment, and Social Services

ing skill levels with required position
skill levels, implementing the 1102
classification standard, developing and
implementing a position reference pack-
age, and assessing its technical training
needs.

The Secretary of Labor should enhance
procurement capability by directing the
Assistant Secretary for Administration
and Management to implement a
comprehensive automated procurement
data system.

Status: Action in process. Estimated
completion date: 10/87. During 1986,
Labor obtained GSA software to prepare
contract monitoring reports and estab-
lish a committee to determine the scope
of its long-range automation needs and
prepare cost estimates for the fiscal
year (FY) 1988 budget. If resources
are available, Labor will begin imple-
menting these improvements in October
1987.

The Secretary of Labor should enhance
procurement capability by directing the
procurement executive to describe the

Department’s problems and the needed
resources required to correct deficiencies
in a more complete manner in the next
procurement system certification.

Status: Action in process. Estimated
completion date: 10/87. Labor issued
procedural instructions to its component
agencies and, in the next procurement
system certification, it will describe in
detail the deficiencies identified and the
resources needed for corrective action.

The Secretary of Labor should enhance
procurement capability by holding man-
agers accountable for preparing annu-
al advanced procurement plans that
contain required elements and reflect
realistic up-front assessments of needs.

Status: Action in process. Estimated
completion date: 12/87. Labor issued
instructions to the agencies for prepar-
ing annual advanced procurement plans

(AAPP), which include accountability
and needs assessment. By October 1987,
the Secretary will review AAPP and
report on their adequacy.

The Secretary of Labor should direct the
senior information resources manage-
ment (IRM) official and the Assistant
Secretary for Administration and
Management to: (1) complete the devel-
opment of a departmental strategy
and ADP/telecommunications plan lead-
ing to a departmental plan for IRM;
(2) improve guidance on conducting
inventories and monitor the process of
taking the inventory; (3) adequately
review and approve/disapprove agency
plans, systems needs, requirements,
cost/benefit analyses, and proposed devi-
ations from generally accepted testing
procedures before systems are acquired
or accepted; (4) periodically conduct
IRM reviews covering system utiliza-
tion and potential for functional con-
solidation; and (5) assess staffing needs
to fulfill increased responsibilities.

Status: Action in process. Labor
has taken steps to improve its IRM,
including: (1) consolidating IRM func-
tions in OASAM; (2) issuing a depart-
mentwide IRM strategy; (3) prepar-
ing a departmental long-range IRM
plan; (4) preparing IRM policies; (5)
developing a program for IRM reviews;
and (6) assessing staffing needs. Labor
agreed to take action to further enhance
IRM management within staffing con-
straints.

The Secretary of Labor should hold the
senior IRM official and other appro-
priate managers, including program
assistant secretaries, accountable for:
(1) carrying out departmental IRM
planning and acquisition requirements,
including preparing adequate plans
and accurate inventories; (2) prepar-
ing adequate needs, requirements, and
cost/benefit analyses before systems
are acquired; and (3) taking appropri-
ate action to periodically review sys-
tem utilization and avoid unnecessary
duplication of equipment and systems
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and enhance systems compatibility and
interoperability within Labor.

Status: Action in process. Estimated
completion date: 10/87. Instructions
for implementing IRM policies will be
issued in early FY 1987. The Secretary
will review, track, and report on com-
pliance with these policies through
October 1987.

To ensure that appropriate correc-
tive actions are taken, the Secretary
of Labor should direct the Assistant
Secretary for Mine Safety and Health
to explore the feasibility of reallocating
staff among district offices.

Status: Action in process. Estimated
completion date: 10/88. MSHA
identified staffing imbalances, devel-
oped a reallocation plan, and begun
a program of voluntary reassignment
to understaffed districts. Reallocation
of staff is to be completed by October
1988.

To ensure that appropriate correc-
tive actions are taken, the Secretary
of Labor should direct the Assistant
Secretary for Mine Safety and Health
to determine whether additional inspec-
tors will be necessary to conduct the
required number of inspections and if
so, take appropriate steps to secure the
additional number needed.

Status: Action in process. Estimated
completion date: 10/87. MSHA assessed
its inspector staff and will secure addi-
tional staff as needed, pending reallo-
cation of current staff and availability
of funds. Generally, MSHA believes
that it can accomplish its mission with
existing resources.

The Secretary of Labor should direct
the Assistant Secretary for Employment
and Training, in cooperation with
the Office of the Inspector General
{OIG) and other appropriate depart-
mental officials, to assess Job Training
Partnership Act (JTPA) monitoring
mechanisms at federal and state lev-
els to ensure that they: (1) are work-
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ing as designed; (2) are adequate to
ensure that the state fiscal control and
administration program will be able
to identify and correct internal control
problems if they still exist; and (3)
provide reasonable assurance that fed-
eral and state control objectives are
being achieved.

Status: Action in process. An assess-
ment of the monitoring tools was com-
pleted. Labor is working with the states
to develop policy guidance, consult on
program administration, and provide
for technical assistance and training.
Also, management review guides are
being developed and compliance review
guides were revised. Both guides will
be implemented in 1987.

The Secretary of Labor should direct
the Assistant Secretary for Employment
and Training, in cooperation with OIG
and other appropriate departmental
officials, to improve its vulnerability
assessment process to ensure that it is
adequate for determining the vulnera-
bility of JTPA.

Status: Recommendation valid/action
not intended. GAO and Labor
have a fundamental disagreement over
Labor’s responsibility to assess state
and service delivery levels’ operations.
Labor believes that it is sufficiently
in compliance with JTPA, Federal
Managers Financial Integrity Act (FIA),
Comptroller General (CG) instructions,
and OMB guidance. GAO will address
this issue in an FIA follow-up review.

The Secretary of Labor should direct
the Assistant Secretary for Employment
and Training to work with the
Assistant Secretary for Administration
and Management to evaluate and pos-
sibly redesign its vulnerability assess-
ment instrument and process for unem-
ployment insurance to ensure that they
produce reliable results and more com-
pletely cover the program.

Status: Recommendation valid/action
not intended. Labor fundamentally dis-
agreed with the GAO position that its

responsibility extends to state employ-
ment service agencies. Labor believes
that it is in compliance with FIA, CG
instructions, and OMB guidance. GAO
will address this issue during an FIA
follow-up review.

The Secretary of Labor should reassess
the emphasis given to program evalu-
ation within the Department to deter-
mine whether additional evaluations
of key departmental activities would
enable the Secretary to make more
informed policy decisions and better
control operations.

Status: Action in process. Labor
identified existing program evaluation
activities and is assessing their useful-
ness in addressing policy matters.

The Secretary of Labor should direct the
Assistant Secretary for Administration
and Management, in cooperation with
agencies, to: (1) establish appropri-
ate standards for filling vacancies; (2)
establish procedures for monitoring the
staffing process; and (3) develop strate-
gies for dealing with identified problem
areas.

Status: Action in process. Labor
and the agencies established inter-
im time standards in June 1986 for
filling vacancies and began collecting
staffing data to assess the adequacy of
the standards. Because of the lack of
recruitment activities, Labor and the
agencies will continue to collect data
until sufficient data is available upon
which to base permanent standards.

The Secretary of Labor should require
that agencies establish, with OASAM
guidance and assistance, more system-
atic procedures for developing employ-
ees for supervisory and management
positions.

Status: Action in process. Labor is

assessing position knowledge and skill
requirements and establishing or revis-
ing programs to meet the requirements.
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The Secretary of Labor should require
more rigorous implementation of train-
ing needs assessments and course eval-
uation methods that identify current
and future training needs, so that
agency and programmatic requirements
are satisfied.

Status: Action in process. Labor is

identifying agency and program train-
ing requirements and evaluating course
effectiveness.

The Secretary of Labor should strength-
en performance management through-
out the Department by requiring
each agency to review the operations
of its appraisal systems with assis-
tance and coordination provided by
the Office of the Assistant Secretary
for Administration and Management
(OASAM) to ensure that: (1) perform-
ance expectations are accurate; (2) per-
sonnel actions are based on employee
performance; and (3) wide variations in
the application of Labor’s policies are
assessed and appropriately addressed.

Status: Action in process. Estimated
completion date: 04/87. Labor is
establishing system review criteria
and assessing agency application of
Labor’s performance management poli-
cies, Labor will address any wide vari-
ations in agency application of the per-
formance management policies.

The Secretary of Labor should strength-
en performance management through-
out the Department by directing
OASAM, in cooperation with Labor
agencies, to assess supervisory train-
ing needs in the area of performance
management and provide training to
meet those needs.

Status: Action in process. Labor is
assessing its training needs and will
train the appropriate supervisors.

The Secretary of Labor should imple-
ment a more systematic productivity
improvement effort by requiring man-
agers to develop quantifiable, or at least
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observable, measures for as many posi-
tions as practicable in the department.
Included in these, to the extent possi-
ble, should be customer and quality of
service measures.

Status: Action in process. Labor is
identifying the positions for which per-
formance measures might be developed
and will begin implementing measures
and tracking performance.

The Secretary of Labor should imple-
ment a more systematic productivity
improvement effort by directing pro-
gram managers to routinely perform
comparative trend and productivity
analyses for their field offices.

Status: Action in process. Estimated
completion date: 01/87. Labor began
analyzing and reporting program
results. It will perform comparative
trend analyses by January 1987.

The Secretary of Labor should direct the
Assistant Secretary for Administration
and Management to: (1) periodically
reevaluate the integrated accounting
system (IAS) financial management
reports to ensure that they effectively
meet managers’ needs; (2) determine
the comparative data needs of man-
agers that could be met by the IAS
reporting process as part of the overall
report reevaluation effort; and (3) inves-
tigate the extent and causes of specific
accounting document coding problems
and their impact on report accuracy.

Status: Action in process. Labor con-
ducted limited reviews and tests of its
financial management reports, investi-
gated problems, and prepared a budget
plan. It obtained agency financial man-
agers’ input to its integrated accounting
system modernization implementation
plans and will conduct more complete
reviews and tests of the reports.

The Secretary of Labor, in order

to adequately assess whether the
Department’s accounting systems con-
form with the Comptroller General's
principles, standards, and relat-

ed requirements, should direct the
Assistant Secretary for Administration
and Management to provide for: (1)
departmental monitoring of agency sys-
tem review efforts; and (2) conformance
testing as part of agency accounting
system reviews.

Status: Action in process. Labor
conducted limited reviews of agency
accounting systems and developed a 3-
year review schedule and procedures
and techniques for indepth evaluations
and tests. The Assistant Secretary is
monitoring agencies’ progress with sys-
tem reviews. Labor is planning to dis-
close the significance of weaknesses in
future FMFIA reports but does not
plan to evaluate state grantee internal
controls.

O

Social Services

A Comprehensive Approach Needed for Further
Productivity Improvements in the Unemployment

Insurance Program
HRD-85-8, 10/25/84

Background

GAO reviewed the Department of
Labor’s utilization of resources in its
implementation of the Federal-State
Unemployment Insurance (UI) program.

Findings

GAO found that states administering
the program have achieved significant
productivity increases over the past 20
years, although there is potential for
further improvement. GAO noted that
there remain significant differences in
productivity rates among states and
offices within states, much of which
are attributable to variations in oper-
ating practices. GAO also noted that
productivity improvement receives some

attention from Labor management, but

it is not a specific management objective
and Labor does not have a comprehen-

sive approach for achieving productivity
improvements.

Open Recommendations to
Agencies

The Secretary of Labor should
direct the Employment and Training
Administration (ETA) to develop a plan
for improving productivity in admin-
istering the Ul program to include:
(1) measures of productivity and unit
costs; (2) improvement goals; and (3)
a joint approach with states to identify
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and disseminate information on best
management and processing practices
to improve productivity.

Status: Action in process. Actions
include: (1) implementing an Ul qual-
ity control program to collect data for
use by state employment security agen-
cies (SESA) to assess operations and
prepare corrective action plans; (2) dis-
seminating information from the plans
to other SESA; and (3) issuing a con-
tract, which runs through March 1987,
for development of an operational pro-
totype productivity measurement sys-
tem.
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The Secretary of Labor should direct
ETA to assess the potential benefits
and determine which type of incentives
would be most suitable for encourag-
ing states to adopt best management
practices.

Status: Action in process. Labor
issued a contract to explore the devel-
opment of an operational prototype
productivity measurement system that
integrates both qualitative and quanti-
tative program measures. The contract

should result in recommendations for a
federal-state program management sys-
tem designed to reward efficient states
and provide feedback to less efficient
states to facilitate corrective actions.

Social Services

The Establishment of Alternative Corporations by Selected
Legal Services Corporation Grant Recipients

HRD-85-51, 08/22/85

Background

Pursuant to a congressional request,
GAO reviewed certain alternative cor-
porations that were established by three
Legal Services Corporation (LSC) grant
recipients to determine: (1) how and
why the alternative corporations were
established; (2) whether the estab-
lishment of the corporations complied
with the Legal Services Corporation Act
and regulations; and (3) whether the
grant recipients and alternative corpo-
rations have maintained close enough
relationships to be considered single
entities for purposes of compliance with
the act.

Findings

GAO found that: (1) the act and reg-
ulations do not prohibit grant recipi-
ents from establishing alternative cor-
porations as long as the funds trans-
ferred to the corporations are used in
accordance with the act; and (2) LSC
officials encouraged grant recipients to

develop strategies, including the estab-
lishment of alternative corporations, to

counter anticipated funding reductions
and restrictions. However, the recip-
ients established the corporations for
different reasons, including to: (1) com-
ply with the act’s fund balance policy
to ensure that the funds would remain
in the state and not be recaptured or
result in future deductions; (2} com-
ply with the act’s requirement that
recipients involve private attorneys in

delivering legal assistance; (3) reduce
potential restrictions on recipient activ-

ities and the use of private funds; and
(4) reduce future expenses in anticipa-
tion of funding cuts. GAO found that
grant recipients and subrecipients in
Texas and Connecticut maintained such
close relationships that a true separa-
tion of the corporations did not exist,
but in Maine, they operated indepen-
dently and complied with regulations.
GAO believes that LSC is justified in
considering the two corporations as one,
where the grantee and the subgrantee
have so close an identity of interests,
under its authority with the act to
ensure that recipients comply with the
act.
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Open Recommendations to
Agencies

Beginning with the fiscal year end-
ing September 30, 1985, the President,
LSC, should consider the Texas Rural
Legal Aid’s and the Texas Rural Legal
Foundation’s (TRLA/TRLF) combined
funds balance as a single fund balance
and apply the procedures in the LSC
fund balance regulation.

Status: Action in process. Effective
January 1, 1986, LSC revised its Audit
and Accounting Guide to implement
this recommendation to consider the
fund balances of a grant recipient
and alternative corporation as a sin-
gle fund balance under LSC regula-
tions. As of December 17, 1986, LSC
had not applied the regulation to the
TRLA/TRLF fund balance.
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ADP Workstations: SSA’s $64-Million Acquisition for
Fiscal Year 1987 Should Be Reconsidered

IMTEC-86-34, 09/16/86

Background

Pursuant to a congressional request,
GAO reviewed the Social Security
Administration’s (SSA) efforts to update
its computer systems that process
benefit claims, specifically its fiscal year
(FY) 1987 procurement of automatic
data processing (ADP) furniture for the
Claims Modernization Project.

Findings

GAO found that: (1) SSA did not follow
federal regulations requiring agencies
to support the need for new furniture;
{2) the projected cost per workstation
includes some furniture that is not
normally required for ADP worksta-
tions; (3) the amount of furniture SSA
plans to procure substantially exceeds
its needs; (4) SSA officials did not
provide supporting justification for the
large amount of planned furniture pro-
curements; (5} furniture acquisitions
are authorized only when there is an
increase in agency personnel or a need
to avoid program inefficiency; and (6)
although specific furniture is needed
to support SSA computer moderniza-
tion, SSA has not clearly identified
the nature and urgency of its planned
procurement.

Open Recommendations to
Agencies

The Secretary of Health and Human
Services should immediately direct the
Commissioner of Social Security to limit
future contractual commitments of FY
1987 funds for the ADP furniture pro-
curement, in accordance with the ADP
hardware recommendations cited in the
August 1986 report, to coincide with
the terminals procured for a full pilot
test of the proposed computer system.

Status: Action in process. The SSA
audit liaison is awaiting comments from
the Field Liaison Support Staff (FLSS)
and Office of Management, Budget, and
Personnel (OMBP) in order to formulate
a response for GAO. Congress inserted
language in the conference report which
prohibits SSA from obligating any funds
during FY 1987 for furniture.

The Secretary of Health and Human
Services should immediately direct the
Commissioner of Social Security to

delay the remaining planned FY 1987
furniture procurement until SSA thor-
oughly justifies the need for new fur-
niture, in accordance with federal reg-
ulations. In conducting such an anal-
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ysis, SSA should clearly identify those
furniture acquisitions that are ADP-
related and those that are not needed
to support SSA computer modernization
efforts.

Status: Action in process. The SSA
audit liaison is awaiting comments from
FLSS and OMBP in order to formulate
a response for GAO.

The Secretary of Health and Human
Services should immediately direct the
Commissioner of Social Security to thor-
oughly reexamine all activities associ-
ated with the furniture pilot program
to reconsider the appropriateness of: (1)
the furniture being justified and pro-
cured as ADP-related under the pilot
program; and (2) the average worksta-
tion cost being based on furniture items
that are not mandatory for ADP work-
station requirements and that appear
excessive in cost.

Status: Action in process. Estimated
completion date: 12/86. SSA requested
that the Office of Inspector General
{OIG) follow up on this recommendation
and report its findings. The SSA audit
liaison is awaiting comment from FLSS
and OMBP to formulate a response for
GAO.

GAO/OIRM-87-1 Recommendations



Training and Employment

Education, Training, Employment, and Social Services

More Jobseekers Should Be Referred to Private
Employment Agencies

HRD-86-61, 03/31/86

Background

Pursuant to a congressional request,
GAO reviewed the implementation of
the Employment Service Act to deter-
mine whether additional actions might
be taken to better ensure that pri-
vate employment agency resources are
appropriately utilized to reduce unem-
ployment.

Findings

GAO found that: (1) Department of
Labor and state employment services
have made little effort to use pri-
vate employment agency resources; (2)
20 states have policies and practices
explicitly prohibiting referrals to pri-
vate agencies, even when jobseekers
are not charged fees, because there
is concern that increased referrals to
private agencies could lead to displace-
ment of employment service offices and
staff; and (3) since there are no Labor
regulations requiring states to make
such referrals, state employment agen-
cies continue to decline referrals to
private agencies. GAO also found that:
(1) when two welfare programs referred
jobseekers to private employment agen-
cies, the agencies increased placements
and reduced the time taken to find
jobs; (2) private agency placements
were at least as cost-effective as place-
ments under state employment services;
(3) private agencies are a useful sup-
plement to state employment services

because they have additional job open-
ings and, unlike state employment ser-
vices, are not paid unless they place
jobseekers successfully for a specified
time; (4) reduced unemployment insur-
ance and welfare outlays can be expect-
ed from increased placement of employ-
ment service jobseekers; and (5) includ-
ing private agency jobs in state employ-
ment service listings might beneficially
broaden the employment services’ job
opening base and help them serve a
more useful clearinghouse function.

Open Recommendations to
Congress

Congress may want to amend the
Employment Service Act to specifically
require that state employment services
solicit private employment agency job
openings and refer jobseekers to them
so long as the jobseekers are not
charged fees. Pending consideration of
the amendments to the Employment
Service Act, Congress may also want
to consider, as an interim measure, the
language in Labor's annual appropria-
tions act providing that grants to state
employment services are conditional on
their soliciting and making such refer-
rals to private agency job openings.

Status: Action not yet initiated.
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Open Recommendations to
Agencies

The Secretary of Labor should develop
regulations and guidelines that require
state employment services to solicit
job openings from private employment
agencies and refer jobseekers to them so
long as the jobseekers are not charged
fees.

Status: Action taken not fully
responsive. Labor did not concur
that regulations mandating state action
are appropriate. Labor issued a field
memorandum encouraging, rather than
requiring, solicitation and referral of
jobseekers to private employment agen-
cies. No other action is planned.

The Secretary of Labor should evalu-
ate, in consultation with affected par-
ties, additional approaches for increas-
ing the use of private employment
agency resources to place employment
service jobseekers.

Status: Action in process. Estimated
completion date: 12/86. Labor convened
a series of public meetings to solicit
recommendations for the Secretary on
this subject and is analyzing those
recommendations.

GAO/OIRM-87-1 Recommendations
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Emergency Energy Preparedness

Evaluation of the Department of Energy’s Plan To Sell Oil
From the Strategic Petroleum Reserve

RCED-85-80, 06/05/85

Background

Pursuant to a congressional request,
GAO reviewed the Department of
Energy’s (DOE) plan for selling oil
from the Strategic Petroleum Reserve
{SPR) to analyze: (1) the plan’s poten-
tial effects on world oil prices; (2) the
issues affecting who would get SPR
oil under this plan; and (3) how the
plan compares with alternative sales
mechanisms.

Findings

GAQ found that the plan’s market
approach would probably limit oil price
increases in a severe supply disrup-
tion and allow broad participation in
the sale. However, there were potential
problems identified with oil distribution
under the plan. DOE, in taking a mar-
ket approach to the distribution, plans
to award SPR sales contracts to the
highest bidders who would be consid-
ered eligible buyers. This would allow
any foreign country to buy the oil and
does not limit the amount that a sin-
gle buyer could purchase at a given
sale. GAO also examined alternative
sales methods of interest to Congress,
including: (1) the continuous sale of
options to buy SPR oil in advance of
an oil emergency; and (2) allocation
of SPR oil at government-set prices.

Most industry representatives opposed
the sale of SPR options because of their
concerns about the length of time dur-
ing which options could be exercised
and who should be eligible to buy the
options. GAO found that uncompeti-
tive allocation of SPR oil would entail
administrative difficulties that would
undermine its intended benefits since
it would be difficult to develop criteria
for fair distribution.

Open Recommendations to
Congress

Because DOE comments did not respond
to a prior recommendation that the
Secretary of Energy reexamine his posi-
tion on several issues and report to
Congress, GAO believes that the cog-
nizant committees of Congress should
pursue these issues with DOE through
hearings or in other ways that they
may deem appropriate. Specifically,
Congress should consider: (1) restrict-
ing certain foreign purchases of SPR
oil; (2) restricting the purchase of SPR
oil by brokers and traders; (3) placing
an upper limit on the amount of oil
that a buyer can purchase at a given
sale; and (4) authorizing a two-pool
method of selling SPR oil to assist
independent refiners.
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Status: Action not yet initiated.

Open Recommendations to
Agencies

The Secretary of Energy should reex-
amine his position on several issues
related to buyer participation in the
sale of SPR oil and transmit a report to
Congress on them. These issues include:
(1) whether any restrictions should be
placed on the eligibility of foreign buy-
ers or brokers and traders to buy SPR
oil; (2) whether there should be a limit
on the amount of oil that a buyer
can purchase at a given sale; and (3)
whether a two-pool method of selling
SPR oil should be used to assist inde-
pendent refiners. If the results of his
reexamination warrant it, the Secretary
should also transmit to Congress appro-
priate amendments to the SPR draw-
down plan.

Status: Action taken not fully
responsive. While DOE indicated an
intent to report to Congress on the
GAO concerns, it made no firm com-
mitment, nor did it adequately justify
its disagreement with the GAO con-
clusions.

GAO/OIRM-87-1 Recommendations
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Emergency Energy Preparedness

More Assurance Is Needed That Strategic Petroleum

Reserve Oil Can Be Withdrawn as Designed

RCED-85-104, 09/27/85

Background

Pursuant to a congressional request,
GAO conducted a review to determine
whether the Department of Energy
(DOE) will be able to withdraw
Strategic Petroleum Reserve (SPR) oil
at the designed rate and sustain that
rate over time. DOE has been imple-
menting a three-phase plan to develop
a 750-million barrel SPR at six sites in
Louisiana and Texas, of which 483.5-
million barrels were in storage.

Findings

GAO found that DOE is continuing
to develop additional storage capacity
at three of the sites and is using a
process known as leaching to remove
salt deposits at another site. While the
SPR was designed so that oil could
be withdrawn at any time, DOE has
established specific withdrawal rates to
be achieved at the completion of each
phase. Operational and technical prob-
lems exist in pipelines and pumping
equipment that may affect the abil-
ity to achieve the designed drawdown
rate and, although marine growth and
debris have reduced the amount of
water available to force oil out of
storage, DOE has not determined the

impact of this. DOE contractor reports
gtate that there iz a high degree of
corrosion in one major oil pipeline and
uncertainty about the quality of some
of the buried piping’s ability to hold up
under the pressure required for draw-
down. DOE has been aware of main-
tenance, support, and repair problems
but has been slow in initiating cor-
rective actions. DOE used a comput-
er model to simulate SPR capabilities
for an extended drawdown; however,
because of the operational problems
and delays in corrective actions, GAO
believes that reliance on the computer,
which assumes ideal operating condi-
tions, is questionable. Although tests
showed that oil can be withdrawn from

the sites, the test duration was not long

enough to adequately assess equipment
reliability.

Open Recommendations to
Agencies

To ensure that the SPR system has
the capability to provide a readily
available supply of oil, the Secretary of
Energy should direct the Manager, Oak
Ridge Operations Office, to test the raw
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water systems to ensure that drawdown
is not limited by inadequate water
supplies, after making the planned
modifications to the Bryan Mound and
West Hackberry raw water lines and
the intake channel at Bryan Mound.

Status: Action in process. DOE ran
tests of its raw water systems during
July and August 1986 to test capacities;
however, the tests were not run due
to pipeline problems at the sites. DOE
has not set a date for the tests.

To ensure that the SPR system has
the capability to provide a readily
available supply of oil, the Secretary
of Energy should direct the Manager,
Oak Ridge Operations Office to ensure
that ongoing work on the logistics
support and automated control systems
is satisfactorily completed and that the
systems function as designed.

Status: Action in process. Work is
nearly completed on the automated con-
trol system in question and final accep-
tance testing is expected by February
1987.

GAQO/OIRM-87-1 Recommendations
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Energy Conservation

Millions Can Be Saved Through Better Energy
Management in Federal Hospitals

HRD-82-77, 09/01/82

Background

GAO discussed the potential of federal
hospitals to reduce energy consumption
and costs through improved energy
management,

Findings

GAO found a potential for addition-
al energy savings at the 19 hospitals
it visited. Furthermore, they had not
implemented many low-cost conserva-
tion measures, which include reduc-
ing hot-water temperature, installing
water-flow restrictors, repairing duct
insulation, and installing low-wattage
fAuorescent lighting. GAO identified
conservation opportunities at sever-
al hospitals which would drastically
reduce their annual energy costs, and
many of the energy savings measures
would pay for themselves in less than a
year. Conservation measures used by
nonfederal institutions can be imple-
mented while keeping lighting, tem-
perature, humidity, and airflow within
prescribed agency standards and with-
out otherwise affecting patient safety
or comfort. Most nonfederal hospitals
have aggressive energy saving pro-
grams, which have resulted in savings
around the 20- to 40-percent range.
Comparable savings by federal hospi-
tals have not been achieved, primar-
ily because of weaknesses in their
energy management programs. GAO
believes that federal hospitals, in order
to achieve savings of 20 to 40 per-
cent, would have to finance conser-
vation measures costing about two to
three times their estimated annual sav-
ings. The more costly measures should

result in savings that would recover
the required investment in 3 years or
less, with additional savings continuing
throughout the life of the equipment
or building.

Open Recommendations to
Agencies

The Secretary of Defense should require
that the Secretaries of the Army and
the Air Force: (1) conduct techni-

cal audits in federal hospitals using
qualified energy personnel; (2) establish
for each federal hospital quantifiable
energy conservation goals based on its
energy-saving potential; (3) direct feder-
al hospitals to maintain data and report
on their energy use; (4) provide their
hospitals comprehensive information on
low-cost conservation measures applica-
ble to hospitals; (5) direct federal hospi-
tals to implement cost-effective, low-cost
conservation measures; (6) monitor the
results of energy-saving efforts in fed-
eral hospitals and take action to ensure
that feasible conservation measures are
implemented when these results are
not satisfactory; and (7) reset hospi-
tals’ energy conservation goals based
on results of technical audits or when
formerly established goals have been
reached and cost-effective measures still
remain.

Status: Action in process. Estimated
completion date: 03/90. The services
continue to implement these recommen-
dations. Full implementation depends
on completion of technical audits of all
hospitals. The Department of Defense
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(DOD) expects that all audits will
be completed within the next several
years, assuming that funding support
ig available.

The Secretary of Defense should require
that the Secretary of the Navy: (1)
conduct technical audits in federal hos-
pitals using qualified energy person-
nel; (2) establish for each federal hos-
pital quantifiable energy conservation
goals based on its energy-saving poten-
tial; (3) provide its hospitals compre-
hensive information on low-cost con-
servation measures applicable to hos-
pitals; (4) direct federal hospitals to
implement cost-effective, low-cost con-
servation measures; (5) monitor the
results of energy-saving efforts in fed-
eral hospitals and take action to ensure
that feasible conservation measures are
implemented when these results are
not satisfactory; and (6) reset hospi-
tals’ energy conservation goals based
on results of technical audits or when
formerly established goals have been
reached and cost-effective measures still
remain.

Status: Action in process. Estimated

completion date: 03/90. The Navy con-
tinues to implement these recommen-

dations. Full implementation depends

on completion of technical audits of all
hospitals. DOD expects that all audits
will be completed within the next sev-
eral years, assuming that funding sup-
port is available.

GAO/QOIRM-87-1 Recommendations
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Energy Conservation

Energy

Low-Income Weatherization—Better Way of Meeting Needs
in View of Limited Funds

RCED-86-19, 10/31/85

Background

GAOQ reviewed low-income weatheriza-
tion efforts in 17 states that had
received over two-thirds of federal
low-income weatherization funds in
fiscal years 1982 through 1984 to:
(1) describe the various weatherization
efforts undertaken in selected states
and provide data on the future of
weatherization in terms of dwelling
units weatherized, expenditures, and
time frames for weatherizing all eligi-
ble units; and (2) examine whether the
weatherization program could be more
effective if fewer dollars were spent per
unit by limiting weatherization to the
most cost-effective measures.

Findings

The two main sources of federal weath-
erization funding are the Department
of Energy’s (DOE) low-income weath-
erization program and the Department
of Health and Human Services’ low-
income home energy assistance pro-
gram (LIHEAP). The DOE program
limits the annual average expenditure
per dwelling unit in each state to
$1,600 for specific weatherization mea-
sures; LIHEAP, a block grant program,

leaves these decisions to the states,
GAO found that: (1) it will require
from 15 to 100 years to weatherize
all eligible dwelling units in 15 of the
17 states studied; (2) states have the
option of using more liberal LIHEAP
income eligibility criteria which could
increase the number of eligible units
by about 8 million; (3) states could
spend an average, rather than a maxi-
mum, of $1,600 per dwelling which may
result in fewer dwellings weatherized;
(4) dwellings weatherized in the earlier
program years may need reweatheriza-
tion before all dwellings are initially
weatherized; and (5) DOE regulations
provide for installing weatherization
measures in order of cost-effectiveness
on the basis of the cost of materials,
installation, lifetimme of materials, and
the estimated annual fuel savings. GAO
believes that establishing a require-
ment that weatherization investment
be repaid in potential energy savings
within a specified period of years would:
(1) place emphasis on installing the
three or four highest and most cost-
effective priorities; (2) result in fewer
measures being installed per unit; and
(3) result in more units being weather-
ized, resulting in increased total energy
savings.
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Open Recommendations to
Agencies

The Secretary of Energy should con-
sider revising current program regula-
tions governing prioritization of low-
income weatherization program mea-
sures by establishing payback criteria,
This would result in limiting weather-
ization measures to those that can be
repaid through potential energy savings
within the specified number of years.
The appropriate number of years in
the period could be based on a study
of similar criteria in other programs
and consultation with experts in the
area.

Status: Action in process. DOE con-
curs with this recommendation and is
developing a background paper to pro-
vide a transition strategy to implement
the recommendation. This paper is cur-
rently under review.

GAOQ/OIRM-87-1 Recommendations
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Energy Information, Policy, and Regulation

Cleaning Up Nuclear Facilities: An Aggressive and Unified
Federal Program Is Needed

EMD-82-40, 05/25/82

Background

GAO conducted a review to determine
the status of federal efforts and activ-
ities to correct decommissioning prob-
lems identified in a prior report. In addi-
tion to following up on the implementa-
tion of the recommendations for correct-
ing these problems, GAO also evaluat-
ed how effectively Nuclear Regulatory
Commission (NRC), Department of
Energy (DOE), Department of Defense
(DOD), and Environmental Protection
Agency (EPA) decommissioning and
standard-setting programs were func-
tioning. The review was made as part
of a continuing effort to identify issues
in the nuclear area, which will provide
public health and safety through better
federal program administration.

Findings

Nuclear facilities and sites that require
or eventually will require cleanup or

other disposition can be tracked, eval-
uated, and recorded for follow-up action

if needed. In the past, nuclear facilities
and sites were abandoned or decom-
missioned without adequate documen-
tation of their radiological status or
even a record of their existence. As a
result, federal agencies are uncertain
about the location or status of some
facilities and sites that may he in
need of decommissioning. NRC, DOE,
DOD, and EPA are attempting to locate
and evaluate the hazards at old, inac-
tive sites. Despite the problems that
inadequate recordkeeping systems have
caused federal agencies, only DOE is
reviging its current recordkeeping sys-
tem to provide sufficient information on
the location and radiclogical condition
of its current and future nuclear facili-
ties and sites. Federal decommissioning
programs have not sufficiently consid-
ered and incorporated decommissioning
needs during the facility planning and
design phase. DOE and NRC are mak-
ing some progress in developing compre-
hensive decommissioning policies which
include many of the necessary provi-
sions. DOD has not initiated action

to develop a comprehensive decommis-
sioning policy. Standards prescribing
acceptable levels of residual radioac-
tive contamination for decommissioned
nuclear facilities are not expected to
be available until mid-1986. EPA is
responsible for setting these standards,
but has not done so because it considers
their development a low priority.

Open Recommendations to
Congress

Congress, as part of its oversight and
budgetary review responsibilities, may
wish to closely evaluate the overall
priorities of DOE and work with DOE
in revising these priorities to provide a
consistent flow of funding for cleaning
up the inactive facilities.

Status: Action in process.

Energy Information, Policy, and Regulation
Need To Revise Eligibility Criterion for One Natural Gas

Price Category and Eliminate Backlog in Refund Control

Work

RCED-83-3, 08/18/83

Background

GAOQ conducted a follow-on review to
assess the accuracy of natural gas
well determinations for Natural Gas
Policy Act incentive-priced categories to
determine whether: (1) prices received
by producers and ultimately paid by
consumers are in agreement with the

prices prescribed by the act; and (2)
procedures are sufficient for making
accurate pricing determinations.

Findings

Most of the wells that GAO reviewed
were correctly categorized under the
act and Federal Energy Regulatory
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Commission (FERC) implementing cri-
teria. However, FERC criteria for cer-
tain natural gas stripper wells do not
meet act requirements. FERC interpre-
tations allow wells which subsequently
begin earning a higher return to retain
their qualification for this higher price
category. The act allows only natural
gas which is not produced in conjunc-

GAOQ/OIRM-87-1 Recommendations
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tion with crude oil to receive stripper
prices because revenues from crude oil
production would obviate the need for
incentive prices for the low volume
of natural gas produced. Consequently,
consumers are charged higher prices
for this natural gas. FERC has devel-
oped a huge backlog in its program
to detect and require refunds of over-
charges in various categories by natu-
ral gas producers because: (1) the staff
is unable to keep current with cases
received; and (2) a surge of cases was
created by closing a loophole in regula-
tions. Although FERC has taken some
measures to expedite case processing,
it has not been able to process fund
reports and cases in a timely manner.
This backlog and the associated proc-

essing timelag may allow overcharges

to increase, and the eventual refunds

may not reach the consumers who paid
the charges. The backlog may also pre-
sent difficulties in effecting an orderly
completion of the compliance program

when price controls end.

Open Recommendations to
Agencies

FERC should take timely and aggres-
sive action to identify the actual size
and type of backlog work and the pro-
cedural or staffing problems causing the
backlog in the refund control program
and use this information to eliminate

Energy Information, Policy, and Regulation

the backlog of refund reports and cases
and keep caseload processing current
through the end of Natural Gas Policy
Act price controls.

Status: Action taken not fully
responsive. Recent initiatives, includ-
ing procedural improvements, are
expected to result in a significant drop
in the refund backlog. The approximate
10,000 cases that were in process on
September 30, 1986, are expected to
drop to abnut 6,900 on September 30,
1987, and to about 850 on September
30, 1988. If these results are actually
achieved, FERC will have brought its
refund backlog under control.

FERC Can Improve Its Operational Performance by
Broadening and Deepening Current Management Efforts

AFMD-84-8, 01/30/84

Background

GAOQO examined the overall opera-
tional performance of the Federal
Energy Regulatory Commission (FERC)
to assess its management of operational
performance and to identify opportuni-
ties for improvement. Operational per-
formance is measured by timeliness,
productivity, and quality of work and
is a key indicator of management’s
effectiveness in using its resources to
accomplish its workload.

Findings

Although FERC operational perform-
ance has improved since 1980, GAO
found the need for further improve-

ment in the areas of productivity
and quality. Increases in productivity
were significantly less than in pre-
vious years and were more moder-
ate than improvements in timeliness.
Despite overall gains in productivity,
many organizational subdivisions expe-
rienced declines. GAO was unable to
evaluate the quality of work because
FERC has not developed any evaluation
criteria but GAO feels that this per-
formance attribute requires attention
to improve overall operational perform-
ance. FERC improved its timeliness
by initiating specific improvement proj-
ects and emphasizing the importance of
timeliness to all levels of management
through techniques such as developing
measures, setting goals, and developing
a system of accountability.
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Open Recommendations to
Agencies

The Executive Director, FERC, should
develop objective measures for quality.
A first step in the process should be

to review the 54 FERC activities and
identify those that could be measured
for quality. Also, in this development

process, FERC should review similar

organizations’ experiences in developing
and using quality measures.

Status: Action in process. FERC is
attempting to develop objective mea-
sures to complement its productivity
measures. At present, it has not includ-
ed them in its quarterly reporting sys-
tem.

GAO/OIRM-87-1 Recommendations
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Energy Information, Policy, and Regulation

Department of Energy’s Initial Efforts To Implement the
Nuclear Waste Policy Act of 1982

RCED-85-27, 01/10/85

Background

GAO reviewed the Department of
Energy’s (DOE) efforts to implement
the Nuclear Waste Policy Act in the
areas of: (1) identifying waste disposal
sites; (2) financing the waste dispos-
al program through user fees; and (3)
establishing an organization to carry
out the program.

Findings

GAO found that DOE met its statuto-
ry milestones for notifying the affected
states that it has identified repository
locations for further evaluation. In addi-
tion, it completed the final rulemaking
action to incorporate siting guidelines
into the Code of Federal Regulations.
However, DOE does not expect to meet
the statutory deadline dates for key
decisions in the siting of the first repos-
itory because of complexities encoun-
tered in preparing required environ-
mental evaluations and testing delays.
DOE estimated that the total program
costs over the next 50 years will be
more than $20 billion; however, DOE
plans for users of the sites to pay these
costs. DOE established payment proce-
dures for collecting ongoing and one-

time fees from the users of the reposi-
tories. By June 1983, DOE entered into
70 user contracts. Ongoing user fees
are expected to be the major long-term
source of program revenue. However,
DOE has not yet established fees for the
reprocessed high-level wastes produced
by defense programs and a demonstra-
tion program maintained by New York.
GAO found that DOE may be able to
accelerate millions of dollars in pay-
ments from anticipated users of its
waste disposal services by accelerating
payment periods and raising interest
rates. Finally, GAO found that DOE
activated the headquarters office for
the program; however, the new office
lacks direct authority to control the
field staffs that execute the program.

Open Recommendations to
Agencies

The Secretary of Energy, in exercising
his discretionary authority as custodian
of the Nuclear Waste Fund, should
fully evaluate ways to more promptly
collect fees from all generators and
owners of highly radioactive materials
in the United States. This evaluation
should, at a minimum, consider the
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possible ways to more promptly collect
fees discussed in this report.

Status: Action taken not fully
responsive. Of five distinct categories of
waste owners or generators, DOE stat-
ed that, at this time, because it is not
now feasible to make contract amend-
ments, it will not evaluate ways to more
promptly collect fees for: (1) commer-
cial entities making ongoing payments
into the Nuclear Waste Fund; and (2)
commercial entities making one-time
payments into the Fund.

The Secretary of Energy should decide
what is an appropriate fee to charge
the federal government and New York
for the disposal of high-level wastes,

Status: Action in process. Estimated
completion date: 12/86. DOE is cur-
rently developing a fee to charge the
federal government for the disposal of
defense waste in a commercial repos-
itory. DOE stated that, once it estab-
lishes the defense waste fee, it will use

a similar methodology to establish a
fee for New York for the disposal of
high-level waste.

GAO/OIRM-87-1 Recommendations
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Energy Information, Policy, and Regulation

The Department of Energy Should Improve Its
Management of Oil Overcharge Funds

RCED-85-46, 02/14/85

Background

Pursuant to a congressional request,
GAO examined the adequacy of

the Department of Energy (DOE)
Economic Regulatory Administration’s
(ERA) management of funds distributed
to states resulting from the collection
of overcharges found in audits of oil
companies’ compliance with regulations
controlling the allocation and pricing of
crude oil and refined petroleum prod-
ucts.

Findings

GAO found that ERA chose to resolve
alleged violations by negotiating set-
tlements with the oil companies and,
where the parties injured by over-
charges were not identifiable, the oil
companies were to make the payments
either to an escrow account at the
U.S. Treasury or directly to the indi-
vidual states where the companies do
business. DOE redistributes the escrow

account funds: (1) through regulations
that establish procedures for deter-
mining the proper recipients; and (2)
through section 155 of P.L. 97-377,
which provides for the direct distri-
bution of funds to the states for use in
four energy conservation programs and
a low-income home energy assistance
program. GAO found that DOE could
improve its management of these funds
in: (1) the states’ use of interest earned
on the funds; (2) the states’ proposals to
demonstrate energy conservation tech-
niques; and (3) ERA computation of the
states’ shares of the funds. GAO also
found that some states, which received
direct payments as a result of direct set-
tlements between ERA and the oil com-
panies, may not be using their refunds
for restitution to the injured parties.
However, DOE maintained that it has
the authority to take any action nec-
essary to eliminate or compensate for a
violation of its petroleum regulations,
including approval of direct payments
to the states, instead of referring such

matters to the Office of Hearings and
Appeals.

Open Recommendations to
Agencies

The Secretary of Energy should have
the Administrator, ERA, implement the
plans to correct the errors made in
calculating the states’ shares of the
section 155 funds by adjusting the
states’ future shares of oil overcharge
refunds.

Status: Action in process. ERA is
in the process of correcting the errors
made in calculating the states shares.
In some cases, the corrections are being
made by adjusting states’ future shares
of overcharge funds or, if the states
choose, by collecting the overpayments
from the states.

Energy Information, Policy, and Regulation
Department of Energy Needs To Develop Better Guidance

for Settling Oil Overcharge Cases With Long-Term

Payment Provisions
RCED-85-120, 08/13/85

Background

GAO reviewed the Department of
Energy’s (DOE)} Economic Regulatory
Administration (ERA) audits of oil com-
panies to ensure that they comply with
federal petroleum pricing regulations.
‘When an oil company is found to have
overcharged for petroleum products,
DOE negotiates a settlement agreement

with the company that provides for
payments by the company to the gov-
ernment. Pursuant to a congression-
al request, GAO reviewed agreements
that provided for long-term repayment
periods to: (1) determine whether DOE
had adequate justification for negoti-
ating long-term settlements; and (2)
calculate the amount of interest on
settlement agreements for which DOE
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had only specified the total settlement
amount,

Findings

GAO found that: (1) while ERA has
the authority to settle oil overcharge
cases, it has not issued procedures or

guidelines to ensure that its regional

GAO/OIRM-87-1 Recommendations
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offices adequately analyze oil compa-
nies’ financial conditions before reach-
ing settlement agreements; (2) for 8 of
the 10 long-term settlement agreements
reviewed, ERA had not adequately doc-
umented financial analyses used in
negotiating settlement agreements; and
(3) it was difficult to obtain information
about the poorly documented agree-
ments because a number of officials
involved in negotiating the agreements
had left ERA. In addition, GAO found
that: (1) the total settlement amount
for 20 settlements that did not spec-
ify interest amounts was $41.6 million
and included interest charges totalling
$16.8 million; and (2) by not separat-
ing interest charges from settlement
amounts, DOE overstated the amounts
it had accepted as resolution of the
alleged pricing violations.

Open Recommendations to
Agencies

To provide adequate assurance that
the long-term settlement agreements

are equitable and that the companies
are able to make these long-term pay-
ments, and to provide the opportunity
to review the basis for these decisions,
the Secretary of Energy should have
the Administrator, ERA, develop and
implement written standardized proce-
dures or guidelines that require: (1)
adequate analyses of oil companies’ cur-
rent and past financial condition; (2)
resolution of any questions, concerns,
or inconsistencies about the companies’
past financial history and the owners’
compensation; and (3) adequate docu-
mentation of the analyses performed
and the basis for the ultimate agree-
ments.

Status: Action in process. On June
30, 1986, the ERA Special Counsel
sent a memorandum to its headquar-
ters and field offices containing specific
guidelines on when and how to enter
into settlements with long-term pay-
ment provisions. It appears that, if
these guidelines are effectively imple-
mented, the problems identified by GAO
will be resolved.

To ensure that each of the DOE agree-
ments accurately states the terms of
the settlement, the Secretary of Energy
should direct the Administrator, ERA,
to issue a written policy requiring that
both the principal amount, which set-
tles an oil company’s alleged violations,
and the interest amount and terms be
specified in the settlement agreement.
The Administrator should implement
this policy for those cases currently
being negotiated and for any future
settlement negotiations.

Status: Action in process. A
responsible DOE official told GAO that
it has been DOE policy, although
unwritten, for the past 2 years to sep-
arately state the principal and interest
terms in long-term agreements, and
that it has been strictly adhered to.
However, to ensure that this practice
continues, the ERA Special Counsel
plans to document this policy.

Energy Information, Policy, and Regulation

The Nuclear Waste Policy Act: 1984 Implementation
Status, Progress, and Problems

RCED-85-100, 09/30/85

Background

Pursuant to the requirements of the
Nuclear Waste Policy Act of 1982, GAO
reviewed the Department of Energy’s
(DOE) progress in implementing the
act, focusing on: (1) the DOE approach
to selecting a waste disposal site;
{2) DOE negotiations with states and
Indian tribes for consultation and coop-
eration agreements; and (3) DOE plan-
ning for monitored retrievable spent
(MRS) fuel storage.

Findings

GAO found that, while DOE achieved
several important program objectives

in 1984, such as its issuance of final
repository siting guidelines and its ini-
tiation of spent fuel demonstration proj-
ects, DOE has delayed many actions
required by the act because of unre-
alistic scheduling and inadequate con-
tingency planning. Specifically, GAO
found that: (1) delays in the issuance of
final siting guidelines occurred because
DOE was overly optimistic in its plan-
ning; (2) while DOE believes that the
act requires that it find only one suit-
able repository site after final testing,
a number of states and other groups
have questioned the DOE interpreta-
tion and claim that three sites must
be found suitable, from which one is
to be recommended for a repository;
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and (3) the DOE approach may jeop-
ardize the program’s success because,
if backup sites are not available, a
successful legal challenge to a site rec-
ommendation could cause a major set-
back to the program. GAO also found
that: (1) DOE has negotiated with only
one state and an Indian tribe for con-
sultation and cooperation agreements;
{2) other states and tribes are wait-
ing for further DOE siting decisions
before entering negotiations; and (3)
one issue that could affect acceptance
of such agreements is the $500 million
per accident liability limit imposed by
law for the nuclear waste activities of
DOE and its contractors. In addition,
GAO found that it will be difficult for
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DOE to develop both MRS facilities

and repositories in a timely manner

because the two parts of the program
compete for limited staff and financial
resources.

Open Recommendations to
Congress

If Congress decides greater conser-
vatism in siting the first repository
is needed to provide backup sites,
several available options include: (1)
confirming the need for alternative
sites, but approving DOE testing plans;
(2) requiring additional testing prior to
the DOE recommendation of three sites
for characterization; (3) directing DOE
to characterize more than three sites;
or (4) directing DOE to modify its site
characterization approach by first test-
ing and then characterizing more than
three sites.

Status: Action not yet initiated.

If the Price-Anderson Act is extended,
Congress should increase the act’s lim-
its on liability and indemnification for
nuclear incidents involving high-level
radioactive waste activities.

Status: Action not yet initiated.

Open Recommendations to
Agencies

To reduce the risks to the waste man-
agement program of delays if a selected
site cannot be successfully character-
ized, the Secretary of Energy should
prepare contingency plans identifying
which site or sites would be considered
as backup sites to the three recom-
mended for testing and how, and under
what circumstances, that site or sites
would be tested.

Status: Recommendation valid/action
not intended. DOE stated that it

believes the specific plans GAO rec-
ommended are unnecessary and could
be counterproductive.

To assist Congress in its deliberations
on whether to authorize construction of
MRS facilities, the Secretary of Energy
should explain to Congress, in the
January 1986 MRS proposal, how DOE
will ensure that an MRS project would
operate within the Office of Civilian
Radioactive Waste Management so as
not to impede progress of the repository
program.

Status: Action not yet initiated. DOE
stated that it will provide a program
plan with its MRS proposal to Congress
that will provide the recommended
information; however, due to litigation,
DOE was prohibited from submitting
this information to Congress.

Energy Information, Policy, and Regulation

Hydropower Impacts on Fish Should Be Adequately

Considered

RCED-86-99, 05/20/86

Background

Pursuant to a congressional request,
GAOQ reviewed: (1) the adequacy of
the 30-day period that agencies are
given to request a hearing after the
Federal Energy Regulatory Commission
(FERC) issues an order authorizing the
construction and operation of a hydro-
electric project; and (2) the FERC role
in determining whether fish-protection
measures are working properly.

Findings

GAO found that: (1) federal and state
fish and wildlife officials often did not
receive FERC orders until 2 weeks

after issuance; (2) when these delays
occurred, officials selectively responded

to the projects with the largest impacts
and interrupted their operations to pre-
pare timely requests for hearings; (3)
about one-third of the 30-day period
is used for printing, distribution, and
mailing processes; and (4) although the
Federal Power Act (FPA) allows FERC
30 days to respond to the construction
of a hydroelectric project, FERC could
increase its response time by reduc-
ing processing and mailing time. GAO
also found that: (1) FERC inspectors
do not have the expertise to determine
how well fish-protection measures were
working; and (2) although FERC relies
on state agencies to perform this func-
tion, it does not have formal working
agreements with state agencies and,
therefore, it is difficult to determine the
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extent to which fish protection measures
are working.

Open Recommendations to
Agencies

To ensure that federal and state
fish and wildlife agencies in the
Northwest have sufficient time to
review and respond to FERC orders on
hydroelectric projects, the Chairman,
FERC, should have the Director, Office
of Hydropower Licensing, implement
alternatives which would allow inter-
ested parties more time within the 30-
day period. Such alternatives might
include: (1) expediting the processing
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and mailing of orders impacting the
Northwest; (2) accepting a rehearing
request if postmarked within 30 days
of issuance; and (3) designating its
Portland, Oregon office as the official
receiving point for such requests.

Status: Action in process. FERC
agreed that the 30-day time period
should be expanded, but does not con-
sider the suggested GAO alternatives
to be practicable. FERC is consider-
ing another alternative to eliminate
weekends and holidays from the 30-
day period computation, which would
be permitted by the recently enacted
Consumers Protection Act of 1986. GAO

believes that this would implement this
recommendation.

To fulfill its responsibilities under
FPA for protecting fish, the Chairman,
FERC, should have the Director, Office
of Hydropower Licensing, enter into
written working agreements with fish
and wildlife agencies in those states
with significant fish populations poten-
tially impacted by hydroelectric dams.
These agreements should specify: (1)
to what extent FERC will rely on the
agencies to ensure that fish-protection
measures are working properly; and (2)
how FERC and the agencies will coordi-
nate their respective activities, includ-

Energy Information, Policy, and Regulation

ing inspections and sharing reports,
analyses, and other pertinent data.

Status: Action in process. FERC
agreed with the objective of this rec-
ommendation, but believes that alter-
native action would be more fruitful.
FERC plans to bolster its inspection
program and encourage state agencies
to supplement the program by reporting
any suspected violations. FERC is con-
sidering: (1) a telephone hot-line; and
(2) encouraging state officials to accom-
pany FERC personnel on site inspec-
tions.

Department of Energy: Allegations About the Director of
the Office of Minority Economic Impact

RCED-86-95, 06/12/86

Background

Pursuant to a congressional request,
GAOQ investigated various allegations
against the former Director of the
Department of Energy’s (DOE) Office
of Minority Economic Impact (OMEI),
focusing on allegations that the
Director: (1) proposed a reduction-in-
force (RIF) to retaliate against the two
affected employees; (2) claimed trav-
el expenses for trips not related to
government business; and (3) misused
government telephones and vehicles.

Findings

GAO found that: (1) there was no
direct evidence to support the allega-
tion that the Director proposed the RIF
to retaliate against employees; (2) there
was substantial circumstantial evidence
supporting the view that retaliation was
a significant factor in her decision to
propose a RIF; (3) the Director failed to
follow established DOE RIF procedures
in proposing, conducting, and notify-
ing the employees of the RIF; (4) the
Director made a number of trips to

her home state and there were dis-
crepancies between her itineraries and
vouchers regarding the purposes of the
trips and the length of stay necessary to
accomplish official business; (5) on one
occasion, an OMEI grantee improperly
paid the Director’s hotel bill; (6) the
Director extensively used federal tele-
phones for what appeared to be personal
calls; (7) the Director used DOE vehi-
cles and drivers for a number of trips
that may have been related to persenal
business; (8) there was little support
for an allegation that the Director used
OMEI staff and supplies to conduct
personal business; and (9) there was
no evidence that the Director engaged
in illegal contracting activities.

Open Recommendations to
Agencies

The Secretary of Energy should request
the Inspector General to determine the
extent to which the Director’s trips

were personal, and whether regulations
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covering conflict of interest, salary, and
appropriation augmentation were vio-
lated. Based on these determinations,
the Secretary should take cost recovery
and other actions, as appropriate.

Status: Action in process. The
Inspector General has not completed
his review based on this recommenda-
tion, and will not speculate on a target
completion date.

The Secretary of Energy should request
the Inspector General, DOE, to deter-
mine the extent to which the Director
made use of long-distance telephone
lines and the motor pool for personal
use at government expense, and recover
any such expenses, as appropriate.

Status: Action in process. The
Ingpector General has not completed
his review based on this recommenda-
tion, and will not speculate on a target
completion date.
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Energy Information, Policy, and Regulation

DOE Should Ensure Oil Industry Retains Records To

Resolve Violations

RCED-86-153, 08/18/86

Background

In response to a congressional request,
GAO provided information on the
Department of Energy’s (DOE) devel-
opment and implementation of the
Economic Regulatory Administration’s
(ERA) rule amending the recordkeep-
ing requirements for the oil indus-
try to determine whether DOE: (1)
risked the loss of records needed to
resolve alleged violations by issuing
the rule in January 1985; and (2)
had an adequate basis for selecting
June 30, 1985, as the cut-off date for
certain firms to retain their records.
GAO also reviewed one oil produc-
er's efforts to have DOE significantly
reduce the oil industry’s recordkeeping
burden, specifically whether correspon-
dence between executive branch officials
and DOE should have been included
in the public file.

Findings

GAO found that: (1) DOE issued its
amended rule in January 1985 because
it mistakenly believed that it would
subsequently have difficulty enforcing
its recordkeeping requirements; (2)
since DOE failed to document and coor-
dinate the actions it took to identify
which oil firms should retain records
and which records they should retain,
some firms may have destroyed records
needed for enforcement proceedings; (3)
DOE unrealistically selected the June

30, 1985, cut-off date for certain firms to The Administrator, ERA, should deter-

retain their records before it had com-
pleted its enforcement program; (4) it
could not determine to what extent the
oil producer’s correspondence influenced
the rulemaking process; and (5) the
correspondence between the executive
branch and DOE was not required to
be part of the public file since it did not
directly respond to ongoing DOE rule-
making or a DOE request for approval
of the recordkeeping requirement.

Open Recommendations to
Agencies

To ensure that the records still need-
ed for the ERA enforcement program
are being retained by the oil firms,
the Secretary of Energy should direct
the Administrator, ERA, to determine
which of the 19 third-party firms that
did not receive notification letters still
need to retain records, and appropri-
ately notify those firms.

Status: Action not yet initi-

ated. At the request of the
Chairman, Subcommittee on Oversight
and Investigations, the report was not
released to DOE until October 27, 1986.
Therefore, DOE has not had the oppor-
tunity to respond to this recommenda-
tion.
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mine whether the 80 letters to the
third-party firms whose letters were
not adequately supported by ERA doc-
umentation were accurate. If the letters
were not accurate, the firms should be
notified of the correct recordkeeping
requirements.

Status: Action not yet initi-

ated. At the request of the
Chairman, Subcommittee on Oversight
and Investigations, the report was not
released to ERA until October 27, 1986.
Therefore, ERA has not had the oppor-
tunity to respond to this recommenda-
tion.

To help ensure that all relevant records
are being retained by the oil firms,
the Secretary of Energy should direct
the Administrator, ERA, to determine
which of the firms that were not notified
of their recordkeeping status still need
to retain their records, and resume
efforts to locate and inform the firms
accordingly.

Status: Action not yet initi-

ated. At the request of the
Chairman, Subcommittee on Oversight
and Investigations, the report was not
released to DOE until October 27, 1986.
Therefore, DOE has not had the oppor-
tunity to respond to this recommenda-
tion.
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Improvements Needed in the Department of the Interior’s
Measurement of Offshore Oil for Royalty Purposes

RCED-84-78, 04/30/84

Background

Pursuant to a congressional request,
GAO reviewed the Department of the
Interior's activities relating to the
measurement of oil produced on the
Outer Continental Shelf, The review
focused on: (1) identifying the proce-
dures Interior uses to ensure that off-
shore oil production is measured accu-
rately for royalty purposes; (2) deter-
mining whether offshore operators are
complying with regulations concerning
the accuracy of production measure-
ment devices; (3) determining whether
Interior uses production measurement
data to ensure that sales volumes are
reported accurately; and (4) review-
ing the extent to which data are
being considered for inclusion in the
new Automated Royalty Management
Program.

Findings

GAO found that, although regula-
tions require that offshore operators
test production measurement devices
and report test results to Interior
on a monthly basis, the Minerals
Management Service (MMS) did not
receive approximately 30 percent of the
required reports during 1982. Further,
MMS did not: (1) identify from test
results some meters that were not
functioning properly; (2) follow up on
meters that were reported as operating

improperly; or (3) take corrective mea-
sures such as adjusting reported sales
volumes for federal royalty purposes.
MMS officials attributed the lack of
control over test results to a shortage of
personnel and indicated that an auto-
mated system for receipt, review, and
follow-up of information might be the
solution. Although Interior is develop-
ing two nationwide automated royalty
management systems, it does not plan
to include detailed meter-testing data
to verify the accuracy of offshore oil
sales volumes in either system. MMS
plans to include this type of data in its
regional automated information system
which may be used in conjunction with
the nationwide systems. GAO believes
that further measures will be needed
in conjunction with the automated sys-
tems to fully ensure that accurate data
are being used to compute royalties.

Open Recommendations to
Agencies

To better ensure that sales volumes
are accurately reported for royalty pay-
ment purposes in the Gulf of Mexico
Region, the Secretary of the Interior
should require the Director, MMS, to
implement plans for improved receipt
and review of meter-testing reports and
make greater use of the data it receives
for this purpose. Through the use of
additional staff recently assigned and

Page 65

adoption of automation, to the extent
possible, meter-testing reports should
be matched with run tickets on a selec-
tive basis.

Status: Action in process. Interior
has matched a sample of meter-testing
reports to run tickets. Currently, it is
trying to reconcile the differences.

When the Auditing and Financial
System and the Production Accounting
and Auditing System (PAAS) becomes
fully operational, the Secretary of the
Interior should require the Director,
MMS, to use the meter-testing and
run ticket data from its Gulf of Mexico
Region’s automated information system
in conjunction with PAAS to verify that
reported sales volume measurements
are accurate by matching meter-testing
reports with run tickets as a routine
audit procedure.

Status: Action in process. Interior has
begun a study to determine how the
royalty management system or other
mechanisms can be improved to help
ensure that reported sales volumes are
accurately measured. It is studying
whether to manually sample run tickets
or to computerize the data in order
to complete a 100-percent verification
of the meter-testing reports with run
tickets.

GAQ/OIRM-87-1 Recommendations
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Further Actions Needed To Improve Emergency
Preparedness Around Nuclear Powerplants

RCED-84-43, 08/01/84

Background

GAO reported on the adequacy of fed-
eral, state, and local offsite emergency
planning and preparedness for mitigat-
ing the consequences of a nuclear power
plant accident.

Findings

GAO concluded that, although progress
was made since the Three Mile Island
accident in 1979, more can and should
be done. GAO found that state and local
emergency preparedness plans were
developed and tested for all 54 operat-
ing nuclear power plant sites, and 24 of
these met the federal criteria and were
approved by the Federal Emergency
Management Agency (FEMA). The rea-
sons that the remaining plans have
not been approved relate to their not
meeting federal criteria, some local
communities not fully participating in
the emergency planning process, and
the difficulty some state and local
governments experienced in obtaining
funding for emergency planning and
preparedness. In addition, GAO found
that improvements are needed in the
exercises conducted to test the ade-
quacy of state and local planning and
preparedness. FEMA and the Nuclear
Regulatory Commission (NRC) rely on
states and utilities to plan prepared-
ness tests, but FEMA does not verify
the compliance of preparedness plans
with federal criteria, and it does not
have an agencywide tracking system for
ensuring that deficiencies are identified.
Finally, GAO found that agencies need
to provide better guidance to state

and local governments for developing
state and local emergency preparedness
plans, and that the federal response
plan for nuclear power plant emergen-
cies can be improved by providing for
more centralized federal agency control
and coordination.

Open Recommendations to
Congress

Congress may wish to consider whether
stronger central control of the feder-
al response to a nuclear power plant
emergency is needed to improve federal
coordination in such an emergency. If
such central control is to be established,
any proposed legislation would need
to designate a federal agency to exer-
cise the control. The proposed legisla-
tion should also provide the controlling
agency the authority to require peri-
odic exercises of the federal response
plan in each region in conjunction with
state and local exercises.

Status: Action not yet initiated.

Open Recommendations to
Agencies

The Director, FEMA, should, in con-

sultation with states, develop minimum
requirements for exercise scenarios and
identify which elements of the federal
criteria are most important and must

be given priority in exercises.
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Status: Action in process. FEMA par-
ticipated in a project to develop exercise
objective priorities, and is working with
NRC to develop a guidance document
on exercise scenario development for
states and local communities.

The Director, FEMA, should work
through the Federal Radiologicial
Preparedness Coordinating Committee
to update and expand guidance on
using radiation measurement instru-
ments and interpreting the information
obtained.

Status: Action in process. The
Coordinating Committee’s Emergency
Instrumentation Subcommittee, sup-
ported by a FEMA contract with the
Westinghouse Idaho Nuclear Company,
has developed and issued six guides
since April 1984.

The Director, FEMA, should work
through the Federal Radiological
Preparedness Coordinating Committee
to improve existing radiological emer-
gency training for state and local
officials.

Status: Action in process. Through
a FEMA contract, the Coordinating
Committee’s Training and Exercise
Subcommittee is interviewing federal,
state, and local personnel to determine
current levels of radiological training.
FEMA is analyzing current guidance to
identify required skills and knowledge.
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Management Weaknesses Affect Nuclear Regulatory
Commission Efforts To Address Safety Issues Common to
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RCED-84-149, 09/19/84

Background

GAO examined the Nuclear Regulatory
Commission’s (NRC) efforts to address
safety issues common to nuclear power
plants and determined if NRC has cor-
rected earlier management weaknesses
highlighted in investigation reports of
the March 1979 accident at the Three
Mile Island (TMI) power plant.
Findings

GAO found that NRC, as a result of
the earlier identified safety issues, has
increased the rate at which it develops
regulatory solutions for these issues.
This more vigorous pace, however, has
been overshadowed by the identification
of new issues from the TMI accident
and other sources. As a result, a larg-
er backlog of unresolved issues exists
now than before the accident. GAO also
found that NRC has improved its meth-
ods for identifying safety issues and
determining their importance to safety.
NRC does not, however, have sufficient
management controls in place to ensure
the timely resolution of issues and
implementation of appropriate changes
to affected nuclear plants and to NRC
regulatory procedures.

Open Recommendations to
Congress

Congress may wish to amend the
Energy Reorganization Act of 1974 to
expand current reporting requirements
to include all safety-related generic
issues assigned a high-priority ranking.

Status: Action not yet initiated.
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Energy Reorganization Act of 1974 to
require that the NRC annual report
summarize the total number of generic

issues identified, resolved, implement-
ed, and fixed.

Status: Action not yet initiated.

Open Recommendations to
Agencies

The Chairman, NRC, should analyze
overlapping generic issues to better
define issue priority.

Status: Action in process. NRC agreed
with this recommendation and stated
that it will continue to look for cost-
effective ways to consider the interde-
pendence of issues on priority rankings.

The Chairman, NRC, should assess
ways to eliminate the backlog of
unresolved generic issues sooner than
is currently planned. The Chairman
should also determine whether ade-
quate resources are available with-
in the agency for this purpose. If
adequate resources are not available,
the Chairman should consult with the
NRC congressional oversight commit-
tees to work out a mutually agreeable
timetable and the necessary resources.

Status: Action in process. NRC said
that, based on existing and requested

Page 67

resources, issues identified and priori-
tized by October 1984 will be resolved
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new issues will
be resolved within 3 years of their pri-
oritization. NRC added, however, that
potentially sharp budget cuts under
consideration could seriously affect this

schedule.

The Chairman, NRC, should change
the generic issue management informa-
tion system to maintain issue identity
through resolution to ensure that these
efforts correlate with issue priority.

Status: Action in process. NRC agreed
with this recommendation and said that
it has begun action to implement it.
NRC added that it intends to complete
this effort in 1987.

The Chairman, NRC, should develop
a multiplant action priority system to
ensure that NRC gives priority atten-
tion to those actions most important
to safety.

Status: Action in process. Action is
underway to implement this recommen-
dation. NRC stated that a report on the
prioritization of 38 multiplant actions
was completed in October 1984, and all
future actions will be routinely priori-
tized by its management committee to
review new generic requirements. In
a subsequent review, GAO noted that
the committee is routinely prioritizing
new requirements.
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Better Inspection Management Would Improve Oversight
of Operating Nuclear Plants

RCED-85-5, 04/24/85

Background

GAOQ reviewed the Nuclear Regulatory
Commission’s (NRC) management of its
operating nuclear power plant inspec-
tion program, including: (1) the NRC
response to investigative findings con-
cerning the Three Mile Island accident
in 1979; (2) documentation for inspec-
tion program policies and procedures;
and (3) the design and management
of the inspection program. To oversee
nuclear power plant operations, NRC
maintains resident inspectors at each
plant to observe daily operations and
uses regional inspectors to perform spe-
cialized inspection functions.

Findings

GAO found that: (1) many of the NRC
inspection personnel and utility officials
surveyed believe that the inspection
program has improved since the Three
Mile Island accident; and (2) most of
the individuals surveyed believe that
utilities comply with federal regula-
tions and that the inspection program
ensures safe nuclear plant operations.
However, GAO also found that: (1)
despite increasing inspection require-
ments, the average annual inspection
time per plant decreased in 1983; (2)
about 40 percent of the inspectors sur-
veyed believe that they do not have
enough time to ensure compliance with
regulations; and (3) most survey respon-
dents believe that NRC should increase
its inspection resources. In addition,
GAO found that the effectiveness of
the inspection program is not as high
as it should be because NRC does not:
(1) use utility industry reports of plant
operating experiences to refine inspec-
tion procedures or identify needs to
readjust inspection priorities; (2) cor-
relate inspection procedures with func-
tional areas identified in annual power

plant performance assessments; or (3)
use evaluations prepared by utilities
and the Institute for Nuclear Power
Operations (INPO) in inspection pro-
gram planning. GAO also found that:
(1) some NRC inspection procedures
are nebulous and need revision; (2)
many inspectors believe that they have
not received certain mandatory training
designed to increase their familiarity
with industry standards; and (3) inspec-
tors do not always receive required
training because of heavy work loads
and inadequate resources.

Open Recommendations to
Agencies

To improve the NRC operating nucle-
ar reactor inspection program, the
Chairman, NRC, should use informa-
tion available in the inspection data
base to plan and monitor inspections at
specific power plants. Analyses of the
various types of inspections that are
and are not being performed, as well
as the frequency of violations detected,
should be included in this process.

Status: Action in process. NRC stated
that it is evaluating proposed periodic

reports. NRC did not specify a comple-
tion date.

To improve the NRC operating nucle-
ar reactor inspection program, the
Chairman, NRC, should formally cor-
relate the inspection procedures with
the functional areas used in annual
plant assessments.

Status: Action in process. NRC agreed
with this recommendation and has
undertaken two efforts to implement
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it. They include correlating inspec-

tion procedures with functional areas
and 1mnorading walatad inonontinm nali
QAR UpRl Aullil 1Tlaltu u.lapc»uxuu HUIL'
cies and guidance. The first of several
planned updates in the guidance area

occurred on November 5, 1985.

To improve the NRC operating nucle-
ar reactor inspection program, the
Chairman, NRC, should use risk-based
analyses, as appropriate, to aid in eval-
uating overall inspection program and
individual power plant priorities by
identifying plant operations and inspec-
tion procedures that are most clearly
related to control of public risk.

Status: Action in process. NRC agreed
and committed to conducting studies
and research and providing training
to inspectors to enhance the use of
risk-based analyses in the inspection
program. This will, however, be a long-
term effort.

To improve the NRC operating nucle-
ar reactor inspection program, the
Chairman, NRC, should use the reports
and analyses discussed above to pre-
pare written inspection plans for each
plant.

Status: Action in process. In May
1985, NRC agreed and committed to
develop a policy on the make-up and
use of site-specific inspection plans,
including the use of assessment results
in developing inspection plans.

Because NRC has reduced the num-
ber of its performance appraisal team
inspections in recognition of similar
INPO evaluations, the Chairman, NRC,
should also compile and maintain a
list of all INPO evaluation reports and
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those reports released by utilities to
NRC.

Status: Recommendation valid/action
not intended. Because INPO reports
are available to NRC inspectors at
plant sites, NRC does not consider it
necessary to compile a duplicate list.
NRC added that selected INPO reports
are often duplicated and evaluated in
detail by NRC headquarters and region-
al inspection officials.

Because NRC has reduced the num-
ber of its performance appraisal team
inspections in recognition of similar
INPO evaluations, the Chairman, NRC,
should also establish criteria for deter-
mining when the number of NRC per-
formance appraisal team inspections
should be increased or decreased in
relation to NRC success in obtaining
INPO evaluation reports.

Status: Recommendation valid/action
not intended. NRC stated that ade-

quate methods exist to monitor INPO
evaluations without increasing the
number of performance appraisal team
inspections or requiring that NRC
obtain copies of all INPO reports. These
methods include NRC accompaniment
on INPO evaluations, periodic briefings
by INPO management, and access to
INPO reports.

Energy Supply

The Department of the Interior’s Office of Surface Mining
Should More Fully Recover or Eliminate Its Costs of
Regulating Coal Mining

RCED-85-33, 05/28/85

Background

GAO reported on: (1) the costs that
the Department of the Interior's Office
of Surface Mining (OSM) incurs for
regulating coal mining; (2) measures
which OSM could use to recover or
reduce these costs; and (3) the impact
that recovering these costs would have
on coal production and demand.

Findings

GAO found that OSM spent approxi-
mately $65.4 million in fiscal year 1984
to regulate coal mine operations. About
$51.5 million was allocated to pro-
gram administration and state grants
for regulating mining on federal, state,
and private lands. OSM spent anoth-
er $13.9 million for research, over-
sight, and other activities in support
of both its own and state regulato-
ry programs. About $29 million was

recovered through permit fees. GAO
believes that OSM should assess coal
mine operators the actual costs it incurs
to review, administer, and enforce per-
mits to mine on federally regulated
land which could result in about $9.3
million in recoveries. GAO found that
state fees are generally well below OSM
costs and that the grants which the
states receive fail to provide an incen-
tive for the states to recover their costs
directly from operators. Therefore, GAQ
believes that OSM should phase out or
substantially reduce grants to states.
If this were done, OSM could save up
to $42.2 million annually. However,
recovery of support costs for research,
oversight, and other activities would
require the enactment of special tax
legislation. Finally, GAO found that
the recovery of all of the costs would
have little effect on the national coal
demand or result in little change in coal
production areas. Although production

Page 69

costs would increase, if these costs were
fully reflected in price, demand for coal
would be unaffected because it would
still be the least expensive fuel used
for electrical generation.

Open Recommendations to
Congress

If Congress believes that support costs
should be recovered, it may wish to
consider enacting a special tax on coal
operators. The tax would be based on
a formula calculated to recover the
costs incurred by Interior in oversee-
ing state programs, providing technical
assistance, and for its other support
activities.

Status: Action not yet initiated.
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Early Assessment of Interior’s Area-Wide Program for
Leasing Offshore Lands

RCED-85-66, 07/15/85

Background

Pursuant to a congressional request,
GAO discussed the impact of recent
areawide sales for leasing offshore
lands, including the Department of the
Interior’s: (1) new bid-acceptance proce-
dures for ensuring that it receives fair
market value for leased offshore lands;
and (2) streamlined presale planning
process for providing states and others
affected by offshore activities an oppor-
tunity to participate in the process.

Findings

GAO found that: (1) more offshore
lands have been leased and exploration
is progressing at a faster rate under
the areawide program; (2) the stepped-
up pace of areawide leasing, by itself,
significantly decreased competition and
government bid revenues for individual

tracts; (3) the shift to areawide leasing
was responsible for an average reduc-
tion in bids of $541 per acre leased;
and (4) bid revenues have comprised
about 67 percent of the total direct
revenues received by the government.
GAO noted that the estimated value
of each tract was the primary criterion
that Interior used to ensure receipt of
fair market value; however, because of
the large increase in the number of
tracts leased, Interior adopted a two-
phase bid-acceptance process. During
the first phase, Interior awards leases
to the higher bidder for tracts receiving
adequate competition, and the second
phase estimates the value of the tracts
not leased during the first phase. GAO
also found that: (1) Interior should use
its estimates of tract value for assess-
ing the reasonableness of high bids; (2)
Interior’s past experience showed that
relying solely on the receipt of three or

more bids did not ensure that the high
bid exceeded its estimates of fair mar-
ket value; and (3) Interior’s streamlined
presale planning process has reduced
the time needed to prepare a sale from
about 40 months to 20 months.

Open Recommendations to
Congress

Congress should consider whether a
need exists for requiring Interior to
annually assess and report on the cumu-
lative effects of the offshore program
on the human, marine, and coastal
environment.

Status: Action not yet initiated.

Energy Supply

The Nuclear Regulatory Commission Should Report on
Progress in Implementing Lessons Learned From the Three

Mile Island Accident

RCED-85-72, 07/19/85

Background

GAO reviewed the Nuclear Regulatory
Commission’s (NRC) implementation of
the Three Mile Island Action Plan to
improve the operation and regulation
of commercial nuclear facilities and the
progress made by utility companies that
operate nuclear power plants,

Findings

GAO found that: (1) most of the work
on the Action Plan has been completed;
(2) NRC assigned a higher priority to
items considered to have the greatest
potential for improving safety in the
shortest time and at the lowest cost;
and (3) utilities have completed 84
percent of the Action Plan tasks at
the 51 plants where information was
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obtained. GAO noted that: (1) NRC
does not plan to complete 20 of the 31
tasks because it considered the tasks to
be low in priority; and (2) NRC merged
the incomplete Action Plan tasks with
generic issues into one management
system, which replaced the Action Plan
as a current statement of the actions
necessary to improve nuclear power
plant operations and regulation. GAO
also found that: (1) the consolidation
of all safety issues was reasonable
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because it allowed NRC to focus its

work on the issues most important

to safety regardless of how the issues
were identified; (2) NRC has moved

away from tracking the Action Plan;
and (3) NRC should publicly report

on the accomplishments of the plan

and show how incomplete tasks will

be pursued and reported on under the
new management system.

Open Recommendations to
Agencies

To inform Congress on utilities’ and
NRC progress in implementing the
Three Mile Island Action Plan, the
Chairman, NRC, should report to
Congress a one-time, item-by-item
accounting of the 176 items listed in
the Action Plan.

Status: Action in process. Estimated
completion date: 01/87. In a September
19, 1985, letter, NRC stated that efforts
are already underway to provide a one-
time report to Congress accounting for
the status of the 176 items in the
Action Plan. NRC did not, however,
indicate when the “eport will be issued.
NRC officials stated that they expect
to finalize the report by January 1987.

Energy Supply

Oversight of Quality Assurance at Nuclear Power Plants

Needs Improvement

RCED-86-41, 01/23/86

Background

GAO reviewed the Nuclear Regulatory
Commission’s (NRC) efforts to: (1) iden-
tify declining performance trends in the
operation of nuclear power plants that
indicate the need for corrective action
by utilities; and (2) require utilities
to upgrade quality assurance programs
when deficiencies are observed.
Findings

GAO found that NRC assessments have
provided the agency and utilities with
a useful perspective on the total oper-
ational effectiveness of nuclear power
plants; however, they are limited in
scope and could be more useful in
promoting early detection of utility
management weaknesses if the agency
expanded the analyses and the way
the assessment reports are used. In
addition, GAO found that: (1) NRC
decisions to require 12 utilities to
upgrade their management capabili-
ties and performance generally followed
either numerous inspection violations or
equipment failures; (2) these decisions
were not made on a consistent basis
because of the discretionary authority
granted to regional offices and lack
of criteria to mandate improvement
programs or document why they are
not warranted; (3) NRC could improve
the use of the individual assessment
reports, which identify utility man-

agement weaknesses by analyzing the
results of the assessments over a num-
ber of years; and (4) NRC could gain
a more accurate picture of how well
a utility operates its nuclear plants
by including plant operating data and
reports of safety or operating incidents
in its periodic assessments.

Open Recommendations to
Agencies

The Chairman, NRC, should estab-
lish assessment-related criteria that,
when met, would require the agency to
either mandate a utility management
improvement program or document the
reasons why such a program is not
warranted.

Status: Action taken not fully
responsive. NRC elected to achieve the
same result through different means.
Since NRC issued a December 12,
1985 proposal articulating the appro-
priate action to be taken based on
different power plant assessments, it
has implemented some new initiatives
to identify and address emerging per-
formance problems and made arrange-
ments for Inspection Enforcement man-
agement participation in SHLP evalu-
ations.

The Chairman, NRC, should expand
the information considered in periodic
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assessments to include readily available
data on trends in nuclear power plant
operating performance.

Status: Action in process. Estimated
completion date: 12/86. The Executive
Director for Operations requested the
staff to develop an integrated plan for
development and use of power plant
performance indicators. NRC staff pre-
sented the Commissioner with a paper
recommending that NRC approve a plan
on performance indicators. Under the
plan, NRC would increase its surveil-
lance and inspection of plants. Four
of the five commissioners approved the
plan.

The Chairman, NRC, should, include
in the agency’s assessment delibera-

tions on a utility’s quality program

and administrative controls perform-

ance, the results of its assessments in
the other nine technical areas.

Status: Action taken not fully
responsive. The Office of Inspection and
Enforcement planned to issue addition-
al power plant assessment procedures,
which clarified the broad management
control-oriented definition and assess-
ment procedures. On July 28, 1986,
the Director issued additional proce-
dures; however, the procedures did not
specifically address the recommenda-
tion.
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Nuclear Waste: Department of Energy’s Program for

Financial Assistance

RCED-86-4, 04/01/86

Background

GAO evaluated the Department of
Energy’s (DOE) program to provide
grants under the Nuclear Waste Policy
Act of 1984, focusing on: (1) DOE deci-
sions on who received grants and for
what activities; (2) the level of assis-
tance provided; and (3) DOE grant
administration and oversight.

Findings

The act provides that state and pub-
lic participation in the repository pro-
gram is essential to promote public
confidence in the safety of radioac-
tive waste disposal. Financial assis-
tance grants to the affected parties
are a way to ensure this participation.
DOE has used its discretionary fund-
ing authority to award grants to sec-
ond repository states, national associa-
tions, and Indian tribes. The guidelines
which provide general policy guidance
for grant awards and administration
of the repository programs have not
ensured consistent decisions on who
receives grants and what activities
are funded. In some instances, DOE
decisions on grant awards have been
influenced more by budgetary consider-
ations than by a grantee’s needs. GAO
believes that: (1) incorporating consid-
eration of grantees’ projected needs into
program budget planning could help
DOE more realistically anticipate those
needs; (2) congressional oversight of
the financial assistance program could
be better facilitated if DOE presented
specific budget estimates on the funding

it expects to provide for the first and
second repository programs and other
parties; and (3) with more realistic
budgets, DOE could focus on grantee
application merits in making funding
judgments. Although DOE regulations
describe the grantee requirements and
provide an opportunity to request a
waiver of the requirements, grantees
have neither consistently complied with
nor requested waivers of the require-

ments, and DOE has not enforced them.

Open Recommendations to
Agencies

To help ensure consistent pro-
gram evaluation, the Secretary of
Energy should direct the Director,
Office of Civilian Radioactive Waste
Management (OCRWM), to better
define what activities should be funded
in OCRWM internal grant guidelines
for first-and second-repository states.

Status: Action in process. OCRWM
drafted financial assistance policy
guidelines and internal general guide-
lines for implementing this financial
assistance. OCRWM wants comments
from involved states and tribes before
finalizing the guidelines.

To assist Congress in its oversight
of the DOE financial assistance pro-
gram under the act, the Secretary of
Energy should specify, in future bud-
get requests for the Nuclear Waste
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Fund, grant funding for the first repos-
itory program, second repository pro-
gram, and other parties. The Secretary
should also survey grantees as to their
projected needs for the budget period,
in order to make appropriate financial
assistance estimates.

Status: Action in process. Estimated
completion date: 01/87. DOE intends
to specify grant funding as a separate
item in its fiscal year (FY) 1988 bud-
get request to be submitted in January
1987. OCRWM will direct its project
offices to survey their eligible recip-
ients for funding needs estimates to
be included in the FY 1987 budget
request.

To ensure management control over
grant awards, the Secretary of Energy
should ensure compliance with the
requirements of DOE financial assis-
tance regulations. These requirements
could, of course, be waived if DOE
determines that the conditions for
granting a waiver are present.

Status: Action in process. OCRWM
provided training in July 1986 to its
staff administering financial assistance
to ensure that they comply with DOE
regulations. OCRWM instructed project
offices to take actions to enforce com-
pliance. DOE does not intend to seek
a waiver of the requirements,
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Department of Commerce’s Second-Year Efforts To
Implement the Federal Managers’ Financial Integrity Act

RCED-86-21, 11/05/85

Background

GAO reviewed the Department of
Commerce’s second-year implementa-
tion of the Federal Managers’ Financial
Integrity Act and assessed: (1)
Commerce’s progress in implement-
ing actions to correct internal con-
trol weaknesses and in improving
its internal control evaluation process;
{2) Commerce’s progress in correcting
accounting systems’ areas of nonconfor-
mance with the Comptroller General’s
principles and standards and in improv-
ing its evaluation of accounting sys-
tems; and (3) the reasonableness of the
Secretary’s annual report on internal
controls and accounting systems.
Findings

GAO found that, although Commerce
is acting to correct internal control
problems and its evaluation process for
internal controls, it needs to strength-
en its process for assessing vulnera-
bilities and testing. The Secretary’s
report identified material weaknesses
in its economic development business
loan program and property manage-
ment system and outlined plans to cor-
rect them. Commerce made progress
in establishing processes to evaluate
its internal controls by: (1) issuing
guidelines for evaluating and report-
ing on internal control systems; (2)
conducting quality assurance reviews;
and (3) establishing a tracking system
for corrective actions. However, because
the forms Commerce used to conduct
vulnerability assessments were general
and did not always include risks specific
to the assessed activity, its vulnerabil-
ity assessments did not fully identify
and describe the significant risks. GAO
also found that: (1) some reviews did
not completely test accounting systems
to determine whether they operated
as intended; and (2) quality assurance
evaluation reviews were conducted after

testing was completed. GAO believes
that Commerce is not in a sound posi-
tion to accurately determine overall
system conformance since most of its
systems were not adequately tested in
operation.

Open Recommendations to
Agencies

The Secretary of Commerce should
direct the Assistant Secretary for
Administration to revise Commerce’s
segmentation guidelines to specify cri-
teria for determining when automatic
data processing (ADP) should be con-
sidered a separate assessable unit.

Status: Action in process. Estimated
completion date: 02/87. Commerce
drafted guidance which contains specific
criteria for segmenting assessable units
containing major ADP activities and
for reviewing Commerce’s major ADP
sites. Commerce plans to issue guid-
ance during the first half of fiscal year
(FY) 1987,

The Secretary of Commerce should
direct the Assistant Secretary for
Administration to require managers to
identify specific risks and controls asso-
ciated with their activities on their
vulnerability assessment forms.

Status: Action in process. Estimated
completion date: 02/87. Revised Office
of Management and Budget (OMB)
Circular A-123 now permits either a
vulnerability assessment or an alter-
native procedure which will identify
potential risks in operations. Commerce
opted to use the alternative procedure
not involving the vulnerability assess-
ment forms. Criteria for managers to
use to identify these risks should be
issued about February 1987.
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The Secretary of Commerce should
direct the Assistant Secretary for
Administration to require that man-
agers, in determining a numerical
average for their vulnerability, weigh
identified risks according to their impor-
tance to the assessed unit.

Status: Action in process. Estimated
completion date: 02/87. The criteria

Commerce plans to issue in February
1987 will help managers identify risk
according to their importance to the
assessed unit.

The Secretary of Commerce should
direct the Assistant Secretary for
Administration to provide criteria for
evaluating ADP activities, data center
operations, data origination, input, and
processing.

Status: Action in process. Estimated
completion date: 10/87. During FY
1987, Commerce will work with the
A-130 staff to fully implement specific
evaluation criteria for reviewing major
ADP sites and major systems applica-
tions.

The Secretary of Commerce should not
report that the Department’s accounting
systems are in conformance with
the Comptroller General’s requirements
until they have been adequately eval-
uated in operation.

Status: Recommendation valid/action
not intended. Commerce’s position is
that its reviews provide reasonable
assurance that the accounting systems,
taken as a whole, meet GAO principles,
standards, and related requirements.
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CPA Audit Quality: Many Governmental Audits Do Not
Comply With Professional Standards

AFMD-86-33, 03/19/86

Background

In response to a congressional request,
GAO reviewed the quality of certified
public accountant (CPA) audits of fed-
eral assistance programs.

Findings

GAO found that: (1) CPA’s did not sat-
isfactorily comply with auditing stand-
ards on 34 percent of the govern-
mental audits they performed; (2) more
than half of the unsatisfactory audits
had severe standards violations; (3)
two predominant CPA problems were
insufficient audit work or working
paper evidence showing testing of com-
pliance with laws and regulations and
evidence showing studies and evalua-
tions of internal controls; and (4) small-
er CPA firms had greater problems

than larger firms in satisfactorily com-
plying with standards. GAO believes
that, to improve the quality of govern-
mental audits: (1) CPA’s must have
the expertise to perform governmental
audits; (2) the profession should devel-
op and maintain positive enforcement
programs to randomly or periodically
review CPA’s who perform poor qual-
ity audits; (3) the profession should
work actively with the inspectors gen-
eral (IG) to improve the systems that
1G have for reviewing, compiling, ana-
lyzing, and using data on individual
audits to identify and correct trends or
patterns of quality problems; and (4)
state boards of accountancy and the
American Institute of Certified Public
Accountants should act promptly and
decisively to address professional stand-
ards violations referred to them.

Open Recommendations to
Agencies

The Director of the Office of
Management and Budget (OMB) should
establish, consistent with the Single
Audit Act, more definitive criteria for
prohibiting the cost of substandard
audits to be charged to federally assist-
ed programs.

Status: Action in process. OMB
assigned responsibility for imple-
menting the recommendation to the
President’s Council on Integrity and
Efficiency. The Council plans to
issue revised guidelines for recording
and reporting substandard audits in
January 1987. After issuance of the
revised guidelines, uniform procedures
and criteria for disallowing the costs of
substandard audits will be developed.

Stronger Financial Internal Controls Needed Over Court

Resources

GGD-86-45, 04/29/86

Background

GAOQ performed a general risk assess-
ment of selected financial operations of
the Administrative Office of the U.S.
Courts to: (1) identify the strengths
and weaknesses in its internal controls;
and (2) assess the risk of waste, loss,
or misuse of funds and property.

Findings

GAO found that, although the
Administrative Office (AO) and the
courts have taken several positive
actions to improve internal controls,
AQ needs to: (1) develop a plan to bring
all courts into compliance with general-
ly accepted internal control principles;
(2) promote the use of newly devel-
oped operating procedures; (3) assist
the courts in implementing the proce-
dures; (4) authorize additional courts
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to use public accounting firms to assist
them in developing sound internal con-
trol procedures; (5) improve collection
practices over petty offense forfeiture
payments at potentially less cost with
greater state coordination and the use of
lockboxes; (6) enhance court disburse-
ments through more specific guidelines,
compliance with existing procedures,
and improved management oversight;
(7) work with court managers to ensure
that they understand and maintain ade-
quate systems of internal control over
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disbursements; and (8) comply with
existing procedures to prevent unnec-
essary purchases or the loss of court
property, such as equipment, lost or
stolen cash, and critical documents.

Open Recommendations to
Agencies

The Director of the Administrative
Office of the U.S. Courts should work
with the circuit court councils to devel-
op a plan to assist those courts that
have not established systems of internal
controls that comply with AO collection
deadlines. The plan should include an
educational program for court clerks
on the importance of establishing and
maintaining adequate internal controls.

Status: Action in process. In
September 1986, AQ presented plans
to circuit executives to establish an
Internal Control Advisory Committee
to help courts improve controls. The
target date for establishing the com-
mittee is not yet established.

The Director of the Administrative
Office of the U.S. Courts should instruct
the central violation units to use a sus-
pense ledger for recording unidentified
collections s0 receipts can be deposited
promptly.

Status: Action in process. Estimated
completion date: 12/86. Detailed
instructions are being drafted. The tar-
get date for completion is December 31,
1986.

To strengthen disbursement practices
in the Judiciary, the Director of the
Administrative Office of the U.S. Courts
should develop a follow-up system to
resolve rental discrepancies with the
General Services Administration.

Status: Action in process. Estimated
completion date: 05/87. An automated
system to resolve rental discrepancies
is to be in place by May 1987.

To strengthen disbursement practices
in the Judiciary, the Director of the
Administrative Office of the U.S. Courts
should require that a Criminal Justice
Act (CJA) report be generated listing
payments made to private attorneys
and that it be sent to the courts for
verification that the payments were
authorized.

Status: Action in process. Estimated
completion date: 01/87. Action was
deferred pending a decision regard-
ing the reorganization of the payment
process. If the reorganization occurs,
this recommendation may no longer be
applicable. The decision on reorganiza-
tion is due by January 1987,

To strengthen disbursement practices
in the Judiciary, the Director of the
Administrative Office of the U.S. Courts
should require that an exception report
be generated when computer program
edits identify possible duplicate pay-
ments for CJA claims and direct AO
managers to review the report and ver-
ify that no duplicate payments occurred.

Status: Action in process. Estimated
completion date: 01/87. Action was
deferred pending a decision regard-
ing the reorganization of the payment
process. If the reorganization occurs,
this recommendation may no longer be
applicable. The decision on the reorga-
nization is due by January 1887,

To strengthen disbursement practices
in the Judiciary, the Director of the
Administrative Office of the U.S. Courts
should develop procedures for the courts
to follow when making local procure-
ments for consumable supplies and mis-
cellaneous services, which cover sep-
aration of duties and documentation
needed to support payments.

Status: Action in process. Estimated
completion date: 12/86. Guidelines are
to be established by December 31, 1986.

To strengthen disbursement practices
in the Judiciary, the Director of the
Administrative Office of the U.S. Courts
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should require court managers to devel-
op a scheduling system to ensure that
timely disbursements are made.

Status: Action in process. Estimated
completion date: 12/86. Guidelines are
in process, with a planned December
1986 completion date.

The Director of the Administrative
Office of the U.S. Courts should incorpo-
rate a requirement, in its property man-
agement guidelines, for the courts to
periodically take a physical inventory of
equipment, as is currently required for
furniture and furnishings, and main-
tain perpetual inventory records of this

property.

Status: Action in process. Estimated
completion date: 12/86. Guidelines are
to be established by December 31, 1986.

The Director of the Administrative
Office of the U.S. Courts should, in con-
cert with the circuit councils, emphasize
to court managers the need to maintain
adequate security over valuable court
documents and property.

Status: Action in process. Estimated
completion date: 12/86. AO will reem-
phasize this in a national newsletter
to maintain adequate security.

The Director of the Administrative
Office of the U.S. Courts should work
with the circuit councils to develop a
plan to assist those courts that have
not established a system of internal
controls that comply with AO collection
guidelines. The plan should establish
a financial management team in the
circuits to assist court clerks in imple-
menting the recently developed model
operating procedures.

Status: Action in process. In
September 1986, AO presented a plan
to circuit executives to establish an
Internal Control Advisory Committee
to assist clerks in implementing oper-
ating procedures. The target date for
establishing the Committee is not yet
established.
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The Director of the Administrative
Office of the U.S. Courts should work
with the circuit councils to develop a
plan to assist those courts that have not
established a system of internal controls
that comply with AO collection guide-
lines. The plan should authorize the
use of public accounting firms, when
necessary, to assist courts in identi-
fying and correcting internal control
weaknesses.

Status: Action in process. In

September 1986, AO presented a plan
to circuit executives to establish an
Internal Control Advisory Committee

to assist courts in identifying how to

correct weaknesses. The target date for
establishing the Committee is not yet

established.

The Director of the Administrative
Office of the U.S. Courts should con-
sult with the Judicial Conference and
Justice Department on obtaining state
assistance in notifying violators of out-
standing traffic tickets.

Status: Action in process. Violation
enforcement is being discussed with
Justice and the Magistrates Committee

of the Judicial Conference. No date is
set for completing this action.

The Director of the Administrative
Office of the U.S. Courts should conduct
a feasibility study on the use of lock-
boxes to process petty offense forfeiture
payments.

Status: Action in process. AO is
awaiting completion of the required
Department of Treasury cost-benefit
analysis. No completion date has been
established.

Accounting Systems in Operation

Oil and Gas Royalty Collections—Longstanding Problems

Costing Millions

AFMD-82-6, 10/29/81

Background

GAO reviewed the U.S. Geological
Survey’s (USGS) continued unsuccessful
efforts to collect oil and gas royalties
on federal and Indian lands and the
serious impact of this problem on the
collection of the windfall profit tax.

Findings

Financial management problems in
existence 20 years ago persist today
because management has not focused
on correcting the deficiencies reported.
As a result, USGS is not collecting all
oil and gas royalties, and millions of
dollars owed the government may be
going uncollected each year. Moreover,
millions of dollars in royalty income are
not being collected when due, there-
by increasing the government’s interest
costs. Since 1959, GAO has reported on
the need for improved management of
the USGS royalty accounting system.
USGS still relies almost entirely on
production and sales data reported by
the oil and gas companies, and little
effort is made to verify the accuracy
of that data. Because of a breakdown

in the royalty accounting system, lease
account records are inaccurate, unreli-
able, and cannot be used to determine
if royalties are properly computed and
paid. To correct its many longstanding
financial management problems, USGS
has established royalty management as
a separate entity, hired additional per-
sonnel for royalty management, and
is designing and implementing a new
royalty accounting system. Royalty col-
lection has been further complicated
by the windfall profit tax. USGS filed
blank quarterly returns for the first
quarter of 1981 and has not filed a
return for the quarter ended June 30,
1981. Until the new royalty accounting
system is working properly, the accu-
racy of royalty computation will be

a problem. Since windfall profit tax
calculations are based on royalty pay-
ments, they will be incorrectly stated to
the extent that royalties are incorrectly
stated.

Open Recommendations to
Agencies

To ensure that development of the
new royalty accounting system is given
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high priority and sustained effort, the
Secretary of the Interior should closely
monitor the work to see that the system
is properly implemented. In this regard,
immediate attention must be given to
determining how the production phase
will operate and how it will interface
with the accounting phase which is cur-
rently being designed. Also, in develop-
ing the accounting phase, USGS must
acquire data on the number of leases
and wells for which it is responsible and
provide for verification of the royalty
computation. The necessary resources
must be provided and milestones must
be strictly adhered to.

Status: Action in process. Interior
tested a production reporting system
during 1984 and implemented the sys-
tem in February 1985 for all offshore
and a few onshore leases. In late
1984, Interior made a decision not to
implement the system for the remain-
ing offshore leases until a thorough
cost/benefit study was completed. The

GAO/OIRM-87-1 Recommendations
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study is currently being reviewed as to
what additional implementation should
be taken.

Target: Department of the Interior

Status: Action in process. Interior
tested a production reporting system
during 1984 and implemented the sys-
tem in February 1985 for all offshore
and a few onshore leases. In late
1984, Interior made a decision not to
implement the system until a thorough
cost/benefit study was completed. The
study is currently being reviewed to
determine what additional implemen-
tation should be taken.

Target: Department of the Interior:
Geological Survey

To gain control over information report-
ed by the oil and gas companies, the
Secretary of the Interior should direct
USGS to include in its current redesign
effort a plan which should provide
for: (1) establishment of a detailed
audit plan for periodic reviews of lease
accounts and oil and gas companies’
accounting records; (2) devotion of addi-
tional resources to the inspection of
leases using field inspectors to help
verify data reported; (3) coordination
with the states to arrange the sharing
of the audit and lease inspection func-
tion and the exchange of production
and sales information; (4) reconcilia-
tion of existing lease account records
to the extent possible; (5) identification
of staff needs and resources for asses-

sing interest on late payments; and
(6) faster deposit of royalty payments
using electronic funds transfer when
possible.

Status: Action in process. Interior has
developed a multifaceted audit strat-
egy directed toward periodic lease and
company audits, delegation of audit
responsibility to states and Indian
tribes, and reconciliation of existing
accounts. Interior has also taken action
to: (1) use the electronic fund transfer
methodology; (2) charge late payment
interest; and (3) devote more resources
to site inspections.

Accounting Systems in Operation

Improvements Needed in Operating and Using the Army
Automated Facilities Engineer Cost Accounting System

AFMD-82-27, 05/19/82

Background

GAO reported on the need for the Army
to improve its automated Facilities
Engineer Job Order Cost Accounting
System and to better utilize it in man-
aging the operation and maintenance of
real property facilities. The review was
made to determine whether the Army
was operating and using the system in
accordance with the approved system
design.

Findings

The Army has invested much time and
money in designing and implement-
ing the system. By 1982, it had been
implemented at about 70 installations.
Ultimately, the Army plans to extend
the system to about 150 installations
around the world. However, users have
not been convinced that the system is
sound and that it could lead to more
efficient and effective operations. At
the installations, cost accounting sys-
tem data were not being effectively used

to manage facility engineer operations.
Managers were not being held fully
accountable for project costs incurred.
At the installations visited, reported
actual costs incurred on about 80 per-
cent of the projects varied by more
than 10 percent from the estimated
costs. On 40 percent of the projects
reviewed, reported actual costs varied
by more than 50 percent from estimat-
ed costs. Managers did not research
these variances and, therefore, did not
know why they occurred or how to cor-
rect them. Because managers were not
using the system, personnel had little
incentive to see that system data were
accurate, complete, and timely. GAO
approved the system design 5 years
ago with the understanding that cer-
tain problems would be corrected, but
this has not been fully accomplished.
Adequate training has not been pro-
vided to user personnel. Because cost
reports produced by the system are so
lengthy and do not present data in
convenient formats, facility managers
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have been reluctant to use them. GAO
believes that, with the incorporation
of the design changes, the system is
worthwhile.

Open Recommendations to
Agencies

The Secretaries of Defense and the
Army should: (1) direct installation
operating personnel to prepare and
enter cost information into the system
in an accurate, complete, and timely
manner; (2) revise cost report formats
to permit ready use by management
and to include more use of management
exception reports; (3) correct the two
system design deficiencies which GAO
identified when it approved the system;
(4) adequately train system users to
operate the system and use its reports;
and (5) make sure through periodic
review that managers use the cost
data and other information contained

GAQ/OIRM-87-1 Recommendations
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in the automated Facilities Engineer
Job Order Cost Accounting System to
effectively maintain and operate Army
facilities.

Status: Action in process. Estimated
completion date: 09/87. The Army is
in the process of a mgjor redesign of
many of its financial and management
information systems, including the sys-
tem discussed in this report. Those
recommendations which could feasibly
have been acted upon in the inter-
im have been and action is completed.
GAQO is currently reviewing the Army’s
redesign effort.

Target: Department of the Army

Status: Action in process. Estimated
completion date: 09/87. The Army is
in the process of a major redesign of
many of its financial and management
information systems, including the sys-
tem discussed in this report. Those
recommendations which could feasibly
have been acted upon in the inter-
im have been and action is completed.
GAO is currently reviewing the Army’s
redesign effort.

Target: Department of Defense

Accounting Systems in Operation

The Secretary of Defense should take
these actions before the system is imple-
mented at the remaining installations
scheduled for conversion.

Status: Action in process. Estimated
completion date: 09/87. The Army is
in the process of a major redesign of
many of its financial and management
information systems, including the sys-
tem discussed in this report. Those
recommendations which could feasibly
have been acted upon in the inter-
im have been and action is completed.
GAOQO is currently reviewing the Army’s
redesign effort.

The Social Security Administration’s Management of
Personal Property at Headquarters Needs Improvement

HRD-83-50, 06/21/83

Background

GAO reviewed the management of
personal property, which consists of
office furniture and equipment, required
for operations at the Social Security
Administration (SSA) headquarters.

Findings

GAO noted that the capitalized value
of SSA personal property nationwide
is about $164 million, of which $143
million is located at SSA headquar-
ters. GAO found that SSA does not:
(1) keep accurate inventory records of
its stored personal property; (2) ade-
quately coordinate the disposal of excess
property with the General Services
Adnministration (GSA); or (3) make
annual property accountability surveys.
GAO further noted that these problems
existed partly because SSA reorganized
several times without monitoring per-
sonal property.

Open Recommendations to
Agencies

SSA should make annual physical
inventories of personal property as
required by SSA regulations.

Status: Action in process. Estimated

completion date: 02/87. SSA is planning
to conduct onsite physical inventories in

components where annual inventories
are not currently being done. Three

locations remain to be inventoried. They

will be completed by February 1987.

SSA should develop and maintain accu-

rate inventory records of stored personal

property.

Status: Action in process. Estimated
completion date: 05/87. SSA is
developing an automated property
accountability system which will
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improve its ability to inventory stored
property. However, development of the
system was halted until the SSA
Financial/Administrative Integrated
Management System (FAIMS) is com-
pleted. FAIMS is not scheduled to begin
until May 1987. A new implementa-
tion date for the property accountability
system will be scheduled then.

SSA should make annual property
accountability surveys at SSA head-
quarters.

Status: Action in process. Estimated
completion date: 02/87. Most major
headquarters components are conduct-
ing annual surveys. SSA is increasing
its emphasis on annual inventories and
accountability surveys. The last loca-
tion to be surveyed will be completed
by February 1987.

GAOQ/OIRM.87-1 Recommendations
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Accounting Systems in Operation

General Services Administration Needs To Improve Its
Internal Controls To Prevent Duplicate Payments

AFMD-85-70, 08/20/85

Background

Pursuant to a congressional request,
GAO reviewed payment procedures at
the General Services Administration
(GSA) National Capital Region (NCR)
finance center to determine: (1) if,
and why, duplicate payments were paid
for the same goods and services; and
{2) NCR efforts to recover duplicate
payments from vendors.

Findings

GAO found that: (1) 32 duplicate
payments amounting to $1.3 million
were made due to internal control
weaknesses and problems in payment
center operating procedures; (2) pri-
vate vendors were refunding duplicate
payments made through the National
Electronic Accounting and Reporting
(NEAR) system, but NCR officials had
not attempted to identify the reason
for the duplicate payments; (3) internal
controls need to be upgraded; (4) the
center relied on manual controls, which
were not always effective; and (5) man-
ual payments could not be accessed for

computer comparisons to prevent future
duplicate payments. GAO also found
that: (1) the center lacked adequate
physical control over documents used
to justify payments; (2) some recipients
of duplicate payments did not return
government checks but refunded the
improper amount with their own checks
on subsequent invoices; (3) fiscal year
1984 automated payment data were
incomplete because numerous manual
payments had not been entered in the
system files; (4) GSA did not have
written procedures instructing clerks to
process charges for each billing period
separately; (5) accounting records were
incomplete; and (6) efforts to collect
identified duplicate payments were not
promptly pursued.

Open Recommendations to
Agencies

To strengthen GSA payment operations
and particularly to prevent duplicate

payments, the Administrator of General
Services should increase the capability

of automated controls in the NEAR
system so that: (1) duplicate payments
processed concurrently on the automat-
ed system are detected and rejected; (2)
all payments for recurring services are
rejected if there has been a previous
payment for the same billing period;
and (3) comparisons of the unique docu-
ment control numbers are accomplish-
ed in time to remove any duplicate
payments from the automated system
before the payment tapes are generat-
ed.

Status: Action taken not fully
responsive. GSA implemented an addi-
tional automated edit for recurring
variable price services, such as util-
ities. Payments being processed for a
month for which the automated records
show a prior payment will be rejected.
GSA officials determined that upgrad-
ing manual controls eliminated the
need for any action on the first and
third segments of this recommendation.

Accounting Systems in Operation

Strengthening Internal Controls Would Help the
Department of Justice Reduce Duplicate Payments

AFMD-85-72, 08/20/85

Background

Pursuant to a congressional request,
GAO reviewed duplicate payments
made by federal agencies at select-
ed federal payment centers, including
one within the Department of Justice’s
Justice Management Division.

Findings

GAO identified, through independent
testing of prior payments, weaknesses
in the automated and manual controls
used to prevent duplicate payments.
GAO found that: (1) the automated
internal control feature did not iden-
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tify duplicate payments; (2) payment
clerks did not have access to compre-
hensive payment data needed to pre-
vent duplicate payments; and (3) the
payment center contributed to dupli-
cate payments by forwarding more than
one vendor invoice for the same goods
and services. GAQ also found that: (1)

GAO/OIRM-87-1 Recommendations
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the existing automated internal con-
trol system showed that it could only
detect duplicate payments if the invoice
number and amount paid were identi-
cal for two or more transactions; (2}
the Financial Management Information
System (FMIS) routine for preventing
duplicate payments currently produces
a daily listing of possible duplicates, but
does not automatically suspend them
from the payments in process; (3) man-
ual records were not always complete;
and (4) other payment data, which
would be less susceptible to change on
another invoice for the same item, were
available and could have been used to
increase the reliability of comparison.

Open Recommendations to
Agencies

The Attorney General should direct
the Assistant Attorney General for
Administration, Justice Management
Division, to convert the automated
internal control from a passive to an
active feature, which stops or holds in
suspense any identified potential dupli-

cate payments until they are verified
to be valid transactions.

Status: Action taken not fully
responsive. Only one automated match-
ing technique removes potentially incor-
rect payments from payments in proc-
ess schedules. If possible erroneous
payments found in the second match-
ing routine are not promptly reviewed,
inaccurate payments can be issued.
Justice stated that this is more efficient
because of the large number of dupli-
cate payments on daily listings. Justice
does not plan any additional changes.

The Attorney General should direct
the Assistant Attorney General for
Administration, Justice Management
Division, to require that staff in
the FMIS payment center and offices
adhere to sound administrative prac-
tices, specifically: (1) ordering offices
should maintain a log of merchandise
or services received and review previous
entries prior to sending any receipt
acknowledgment to the payment cen-
ter to authorize payment to help avoid
forwarding more than one supporting

document for the same goods or ser-
vices; (2) payment center clerks should
examine each receipt acknowledgment
to identify any with annotations that
would indicate that another supporting
document for the same goods or services
may have been received previously and,
before authorizing payment based on
any document containing such annota-
tions, payment clerks should research
prior payment records to ensure that
the same item has not been paid for
already; and (3) ordering offices should
carefully reconcile the payment center’s
listings of prior payments with their
records of goods or services received to
identify any duplicate payments that
slipped through earlier system checks.

Status: Action taken not fully
responsive. Justice officials plan to
adopt only the first part of this rec-
ommendation. Officials contend that
their upgraded controls make the last
two proposals unnecessary since they
are experiencing fewer known duplicate
payments.

Accounting Systems in Operation

Second-Year Implementation of the Federal Managers’
Financial Integrity Act in the Department of Education

HRD-85-78, 09/26/85

Background

GAQ reviewed the Department of
Education’s efforts to implement and
comply with the Federal Managers’
Financial Integrity Act of 1982 (FIA).

Findings

GAO found that: (1) Education’s
second-year implementation of the act
identified some new internal control
weaknesses; (2) Education’s progress
in evaluating accounting systems in
1984 provided a better basis for report-

ing; (3) there were insufficient inter-
nal controls to prevent unauthorized

access and manipulation; (4) Education
excluded important program areas from
vulnerability assessment coverage and
did not effectively focus its assess-
ment of remaining areas on poten-
tial risk of fraud; and (5) reviews
performed on many major programs
have been ineffective for determining
the adequacy of internal controls. GAO
also found that: (1) there was little
assurance that corrective actions would
be taken because Education did not
have a complete inventory of identified
material weaknesses; (2) a methodol-
ogy for assessing automated systems’
internal controls has not been devel-
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oped; (3) Education did not ensure effec-
tive implementation of internal con-
trol activities by its program offices;
(4) six of Education’s largest systems
did not conform with the Comptroller
General’s requirements; and (5) there
was no adequate basis to state whether
Education’s system of internal controls,
taken as a whole, conformed to the
act’s objectives.

Open Recommendations to
Agencies

The Secretary of Education should
include, in future year-end FIA reports,

GAO/OIRM-87-1 Recommendations
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information disclosing the significance
of internal control weaknesses to
Department operations.

Status: Action in process. Education
plans to implement this recommenda-
tion in December 1986.

The Secretary of Education should
establish a focal point for implement-
ing FIA internal control activities in
each regional office and establishing
a regional assessment structure more
representative of the functions carried
out in departmental regions.

Status: Action in process. A

new regional assessment structure was
developed in September 1986 for imple-
mentation during 1987.

The Secretary of Education should elim-
inate vulnerability assessment coverage
gaps in Department headquarters.

Status: Action in process. Education
revised its inventory of assessable units
for implementation in 1987.

The Secretary of Education should clar-
ify vulnerability assessment questions
subject to misinterpretation and provide
better focus on risk issues.

Status: Action in process. The
revised vulnerability assessment instru-
ment deletes questions in the prior
instrument. New emphasis is on safe-
guards regarding various aspects of
program operations. The 1986 vulner-
ability assessments were completed in
September 1986 and will be available
in 1987.

The Secretary of Education should
reinforce supervisory review require-
ments for vulnerability assessments
and require that all relevant external
reports and evaluations are appropri-
ately considered.

Status:
responsive.

Action taken not fully
Vulnerability assessments

ask the assessor to list applicable
reviews and evaluations. There is no
requirement to consider their implica-
tion.

The Secretary of Education should
establish criteria for determining which
completed internal control reviews
(ICR) should be repeated or upgrad-
ed and require program organizations
to give priority to completing those
reviews,

Status: Recommendation valid/action
not intended. Education performed vul-
nerability mini-assessments of applica-
ble activities which showed that they all
had low vulnerability to waste, fraud,
and abuse. Therefore, no ICR were
considered necessary because of the
significance of the activities involved.

The Secretary of Education should
establish ICR quality assurance pro-
cedures to ensure that limitations in
scope, evaluation of control objectives
and techniques, testing, and recom-
mended corrective actions are resolved
before the results are used as the
basis for the annual FIA report to the
President and Congress.

Status: Action in process. Better
training is being provided in performing
ICR. More technical assistance is being
provided and 100-percent validation is
to be made on completed corrective
actions.

The Secretary of Education should
expand ICR training to improve pro-
gram staff performance in determin-
ing review scope, evaluation of control
objectives and techniques, testing, and
corrective action. Case studies contrast-
ing specific examples of effective and
ineffective performance in these areas
would be beneficial.

Status:
responsive.

Action taken not fully
In 1985, internal control
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training was provided in the areas rec-
ommended. An example of effective ICR
was used, but no examples of ineffec-

tive performance were used to identify
techniques to be avoided.

The Secretary of Education should
implement a tracking system that incor-
porates findings of GAO, the Office

of the Inspector General, and outside
evaluations into the process leading to
the preparation of the Education year-
end FIA report.

Status: Action in process. Education
plans to incorporate specific weaknesses
from GAO and other external reports in
its 1986 year-end report. Current track-
ing systems will be used rather than
implementing a new one, which would
incorporate all outstanding findings and
weaknesses.

The Secretary of Education should pro-
vide for ongoing testing of internal con-
trol weaknesses reported as corrected
in the Department’s tracking system.

Status: Action in process. There is a
requirement that all weaknesses report-
ed as corrected are independently val-
idated. Documentation to support that
this is being done was not available.

The Secretary of Education should com-
plete separate internal control evalua-
tions of its major automatic data proc-
essing (ADP) systems to establish a
more meaningful basis for future report-
ing on the adequacy of ADP internal
control systems.

Status: Action in process. Criteria
and procedures for performing ICR on
ADP systems were drafted. No ICR of
ADP systems have been performed.

The Secretary of Education should
direct program and administrative
offices to expand testing to all
accounting systems not undergoing sub-
stantial modifications and include the
use of hypothetical transactions in test-
ing.

GAO/OIRM-87-1 Recommendations
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Status: Action in process. Estimated
completion date: 09/87. Education start-
ed to review and test accounting sys-
tems. All systems are to be reviewed
and tested by the end of fiscal year
1987,

The Secretary of Education should
direct program and administrative
offices to include information in correc-
tive action monitoring reports on short-
term measures considered, original tar-
get dates, and completed accounting
system improvements.

Status: Action in process. Education’s
accounting system managers are main-
taining a data base that allows them

to identify interim steps taken toward
completing accounting system improve-
ments, which are being tracked against
target completion dates. Managers are

reporting short-term corrective actions

taken,

The Secretary of Education should
direct program and administrative

Accounting Systems in Operation

HUD’s Second-Year Implementation of the Federal
Managers’ Financial Integrity Act

RCED-86-22, 10/08/85

offices to give accounting system man-
agers additional guidance, through
training and questionnaire clarification,
on applying the Comptroller General’s
accounting principles, standards, and
related requirements in evaluating its
systems.

Status: Action in process. Education
has begun to provide additional guid-
ance to accounting system managers.

Background

GAO reviewed the Department of
Housing and Urban Development’s
(HUD) second-year implementation
of the Federal Managers’ Financial
Integrity Act of 1982 to determine the;
(1) improvements in internal controls
and the process used by HUD to evalu-
ate and correct control weaknesses; (2)
status of HUD accounting systems; and
(3) accuracy and completeness of the
Secretary’s annual report on internal
controls and accounting systems.

Findings

GAO found that: (1) HUD is correct-
ing known internal control problems
and is continuing to make progress
in developing its process for evaluat-
ing and correcting internal controls;
(2) HUD needs to strengthen several
aspects of its process for measuring and
correcting program vulnerability; and

(3) the accounting systems identified
in the Secretary’s report were not in
conformance with GAO requirements.
GAO also found that: (1) regional office
vulnerability assessments did not iden-
tify weaknesses requiring immediate
corrective action; (2) the nature and
extent of the weaknesses and correc-
tive actions were not clearly defined;
(3) preliminary reviews did not involve
testing of internal controls to deter-
mine whether they were operating as
intended; and (4) HUD has made a
number of system improvements but it
will be several years before its systems
will conform with Comptroller General
accounting standards and requirements.

Open Recommendations to
Agencies

To strengthen the internal control
review (ICR) process and to be in
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a better position to assess the rea-
sonableness of HUD internal controls,
the Secretary, HUD, should direct the
Assistant Secretary for Administration
to revise: (1) vulnerability assessment
guidelines to provide examples of the
type and specificity of documentation
needed to support the vulnerability rat-
ing assigned; and (2) the vulnerability
assessment form to provide space for
identifying weaknesses requiring imme-
diate corrective actions and the pro-
posed actions.

Status: Action in process. Estimated
completion date: 02/87. The new assess-
ment process will be designed to
identify and note corrective actions.
Appropriate guidance will be provided
on the redesign process. The vulnerabil-
ity assessment guidelines are currently
being revised.

GAO/OIRM-87-1 Recommendations
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Accounting Systems in Operation

Department of Energy’s Second-Year Implementation of
the Federal Managers’ Financial Integrity Act

RCED-86-14, 10/17/85

Background

GAO evaluated the Department of
Energy’s (DOE) implementation of the
Federal Managers’ Financial Integrity
Act (FIA), including: (1) improvements
in internal controls and the process
DOE uses to evaluate and correct con-
trol weaknessges; (2) the status of the
DOE major accounting systems and
evaluations made to determine if they
conform to GAO requirements; and (3)
the accuracy and completeness of the
Secretary’s annual report.

Findings

GAO found that DOE is making rea-
sonable progress in implementing an
internal control evaluation process that
complies with Office of Management
and Budget (OMB) guidelines. DOE
has improved controls in four of the
five areas of material weakness that
it had identified. While GAO did not
identify any material weaknesses not
reported by DOE, it concluded that
DOE needs to increase its internal con-
trol testing. In addition, GAO found
that, in some instances: (1) vulnera-
bility assessments and internal control
reviews were not performed according
to DOE guidelines; and (2) although
DOE has developed a comprehensive
plan for reviewing its accounting sys-
tems for conformance with GAQ stand-
ards, it did not adequately describe the
scope of accounting system evaluations
performed, did not adequately docu-
ment evaluation results, and did not
sufficiently test the systems. Finally,

although its 1984 annual report stat-
ed that DOE had reasonable assur-

ance that its systems of internal con-
trols met FIA objectives and that

its accounting systems conform to the
Comptroller General's principles and
standards, GAO concluded that DOE
does not have an adequate basis for
these assurances without better evi-
dence based on sound internal control
reviews and checks to determine that
its systems are working as intended.

Open Recommendations to
Agencies

The Secretary of Energy should
direct the Assistant Secretary for
Management and Administration to
require supervisory managers to per-
form quality assurance reviews of inter-
nal control reviews and certify that
they have assurance that the internal
control reviews comply with OMB and
DOE guidance.

Status: Action taken not fully
responsive. DOE developed an internal
control review quality assurance check-
list and distributed it to DOE inter-
nal control representatives on June 12,
1986. DOE has not included the check-
list in its internal control directive, but
plans to at its next update.

The Secretary of Energy should

direct the Assistant Secretary for
Management and Administration to
establish guidelines for supervisory
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guality assurance reviews of complet-
ed vulnerability assessments so that
they are conducted according to DOE
guidance and produce valid, consistent
assessments.

Status: Action taken not fully
responsive. DOE developed an option-
al questionnaire for performing qual-
ity assurance reviews on vulnerabil-
ity assessments and distributed it to
internal control representatives on June
12, 1986. DOE plans to include the
questionnaire in its internal control
directive, as recommended, at its next

update.

The Secretary of Energy should not
report general conformance with the
Comptroller General's principles, stand-
ards, and related requirements until a
more adequate basis has been devel-
oped, with accounting systems reviewed
in operation to include testing. The
Secretary should: (1) list in the FIA
annual report those systems that he
is not yet in a position to report on
conformance; and (2) report on any sys-
tems that be has a basis to determine
conformance.

Status: Recommendation valid/action
not intended. DOE agreed with this
recommendation in principle, but lim-
ited its accounting systems testing

because the systems were scheduled

to be replaced. DOE plans no further
action to address this recommendation.

GAO/OIRM-87-1 Recommendations



»

Financial Management and Information Systems

Accounting Systems in Operation

Second-Year Implementation of the Federal Managers’
Financial Integrity Act in the Veterans Administration

HRD-86-20, 10/28/85

Background

GAO reviewed the Veterans
Administration’s (VA) second-year
implementation of the Federal
Managers’ Financial Integrity Act of
1982 (FIA) to assess its progress in eval-
uating the adequacy of agency inter-
nal controls and accounting systems.

Findings

GAO found that: (1) VA made progress
in establishing a framework to evaluate
and report on the status of its inter-
nal controls, but VA needs to improve
its assessments and reviews of inter-
nal controls and to increase the testing
of its accounting operations; (2) vul-
nerability assessments generally lacked
adequate documentation; (3) prelimi-
nary reviews did not present adequate
plans for implementing review recom-
mendations; and (4) most reviews did
not complete all prescribed review tasks
or include an adequate examination of
internal controls. GAO also found that:
(1) VA did not require internal con-
trol evaluations of its regional offices;
(2) field facilities did not review some
crucial operations; (3) VA made little
progress in considering automatic data
processing (ADP) controls as part of
its internal! control assessments and
reviews; (4) VA needs to broaden the
scope of its evaluations and improve
the quality of its tests; and (5) VA
should not report that it conforms with
the Comptroller General’s requirements
until its accounting systems have been
adequately evaluated in operation.

Open Recommendations to
Agencies

The Administrator of Veterans Affairs
should require VA departments and
offices to: (1) include in vulnerability
assessments an analysis of the gen-
eral internal control environment, an
evaluation of inherent risks, a pre-
liminary evaluation of safeguards, and
a summary of the assessment results;
(2) include in vulnerability assessments
documentation of what was assessed
and who assessed it, and an analy-
gis of the vulnerability of each assess-
able unit; (3) identify and analyze per-
tinent problems and concerns during
preliminary reviews and select, imple-
ment, and track appropriate follow-up
actions to correct them; and (4) obtain
sufficient documentation during prelim-
inary reviews to support the findings
and conclusions contained therein.

Status: Action in process. A draft
vulnerability assessment handbook was
developed to assist VA components in
the design and conduct vulnerability
assessments. The draft handbook was
used by several components and found
to be helpful.

The Administrator of Veterans Affairs
should direct: (1) the Chief Benefits
Director to require regional offices
to analyze the sources of problems
revealed by the reviews required by
the Department of Veterans Benefits
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Circular 20-84-20 and other processes;
{2) the Chief Benefits Director and
the Chief Medical Director to require
that each field facility implement a for-
mal, centralized tracking and follow-up
system that addresses internal control
weaknesses identified by any source;
and (3) the Chief Benefits Director to
require regional offices to train man-
agers who are responsible for internal
control evaluations.

Status: Action in process. Circular
20-84-20 is no longer in effect; howev-
er, another circular is being drafted.
Once a draft is approved, a formal
tracking system will be implemented
and a training program developed as
necessary.

The Administrator of Veterans
Affairs should require the Director,
Office of Data Management and
Telecommunications, and the Chief
Medical Director to develop more
specific guidelines for reviewing ADP
internal controls.

Status: Action in process. VA is
adapting the Department of Energy
publication ADP Internal Control
Guidelines for its assessment to be done
during fiscal year (FY) 1986. Detailed
guidance for performing vulnerability
assessments of ADP internal controls
was issued by VA on November 21,
1986.

GAO/OIRM-87-1 Recommendations



Financial Management and Information Systems

Accounting Systems in Operation

Interior’s Implementation of the Federal Managers’
Financial Integrity Act

RCED-86-25, 10/31/85

Background

GAO reviewed the Department of the
Interior’s second-year implementation
of the Federal Managers’ Financial
Integrity Act (FIA), which requires fed-
<ral agencies to: (1) establish inter-
nal controls in accordance with the
Comptroller General’s standards for
agency internal controls; (2) report to
the President and Congress on whether
cheir internal controls fully comply with
-2 act’s requirements and on any mate-
rial internal control weaknesses they
identify; and (3) report on whether
their accounting systems conform to the
standards prescribed by the Comptroller
General.

findings

GAO found that Interior: (1) report-
d that 23 of the 61 material inter-

1] control weaknesses it identified in
1983 have been corrected, but 24 of
2 weaknesses it was to correct during
1984 have not been corrected, includ-
‘1g a significant weakness in the roy-
'ty management program that was
first identified in 1977; (2) has estab-
lished a sound program for internal
rontrol evaluations but has not prop-
irly implemented the program; (3) did
not include adequate testing in many of
“* internal control reviews (ICR); and
(4) failed to implement effective quality
assurance procedures for ICR or train
* *7iduals in performing such reviews,
SAO also found that: (1) while Interior
-valuated its accounting systems, it
did not ndequately test the systems
that it reported as being in confor-
mance with the Comptroller General's
requirements; and (2) the four systems
that Interior reported as nonconform-
“~g account for about 50 percent of
its appropriations and almost all of its
receipts.

Open Recommendations to
Agencies

The Secretary of the Interior should
direct the Assistant Secretary for
Policy, Budget, and Administration
(PBA) to ensure that all material weak-
nesses that have not been corrected
are reported in the Secretary’s annual
report to the President and Congress.

Status: Recommendation valid/action
not intended. Interior does not agree
that a directive is necessary. Officials
believe that Interior’s corrective action
tracking system ensures that all uncor-
rected material weaknesses are report-

ed.

The Secretary of the Interior should
direct the Assistant Secretary, PBA,
to direct the U.S. Geological Survey
to review its inventory of assessable
units to ensure that all assessable
units are of an appropriate nature and
size to permit meaningful and useful
vulnerability assessments and ICR.

Status: Recommendation valid/action
not intended. Interior disagreed with
this recommendation, stating that the
sizes of the components are appro-
priate and provide for meaningful
ICR. Interior stated that the Office of
Inspector General (OIG) found these
other ICR to be satisfactory, therefore,
Interior is satisfied.

The Secretary of the Interior should
direct the Assistant Secretary, PBA, to
revise the Department’s internal control
directive and instructions for conduct-
ing vulnerability assessments to require
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the bureaus to document the basis for
the conclusions and rankings reached
on all vulnerability assessments.

Status: Recommendation valid/action
not intended. Interior stated that there
was nothing in the report that indicates
that a lack of documentation negatively
impacted the results of the vulnerabil-
ity assessments. As pointed out in the
report, it is an option, not a require-
ment. For 1986, Interior has eliminated
the preparation of assessments by insti-
tuting a new procedure for assessing
vulnerability.

The Secretary of the Interior should
direct the Assistant Secretary, PBA, to
revise the ICR guidelines to require
that the risks associated with each
event cycle be documented as part of
each ICR.

Status: Action in process. Estimated
completion date: 12/86. Interior did not
address this recommendation. GAO was
told, however, that the requirement
is in the training manual which is
given to all performing ICR, and that
Interior’s guidelines will be revised,
by December 31, 1986, to include a
worksheet which specifically documents
risks.

The Secretary of the Interior should
direct the Assistant Secretary, PBA,
to provide specific training to those
individuals who have been assigned
the responsibility for performing ICR
on how an ICR is conducted, including
the importance of testing controls.

Status: Action taken not fully

responsive. Interior stated that it has
developed a training program and con-
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ducted extensive training in early 1985.
However, it would not provide GAO
with a listing of those trained, so GAO
does not know if this recommendation
has been implemented. Subsequently,
it did provide summary data to GAO
on the numbers of bureau staff trained
in 1985 and 1986.

The Secretary of the Interior should
direct the Assistant Secretary, PBA,
to specify for the bureaus and offices
the type of testing needed when per-

forming accounting system evaluations.
This testing should include determining
whether valid transactions are proc-
essed in accordance with the system
design and whether the system reacts
appropriately to invalid transactions.

Status: Recommendation valid/action
not intended. Interior stated that it
thought GAO, working with the Office
of Management and Budget, should
establish testing guidelines for agencies
to use in evaluating their accounting
gystems.

The Secretary of the Interior should
not report the Department’s accounting
systems to be in conformance with
the Comptroller General’s requirements
until they have been adequately eval-
uated in operation.

Status: Action not yet initiated.
Interior did not address this recom-
mendation.

Accounting Systems in Operation

EPA’s Implementation of the Federal Managers’ Financial

Integrity Act

RCED-86-34, 11/13/85

Background

GAO reviewed the Environmental
Protection Agency’s (EPA) second-
year implementation of the Federal
Managers’ Financial Integrity Act
(FIA), focusing on: (1) improvements in
EPA internal controls and the process
EPA uses to evaluate and correct inter-
nal control weaknesses; (2) the status of
the EPA accounting system and eval-
uations made to determine whether it
conforms to the Comptroller General’s
requirements for such systems; and (3)
the accuracy and completeness of the
EPA annual FIA report.

Findings

GAO found that, while EPA has made
progress in evaluating and improving
its internal controls, it did not have
an adequate basis for reporting that
its systems of internal control met the
objectives of FIA because: (1) the mate-
rial weaknesses EPA reported for 1984
encompass over 60 percent of its bud-
get; (2) EPA failed to identify two
uncorrected material weaknesses in its
Superfund and Resource Conservation
and Recovery Act programs that it

reported in 1983; (3) EPA failed to iden-
tify material weaknesses in its auto-
matic data processing (ADP) activities;
(4) EPA did not uniformly implement
its FIA process throughout the agency;
and (5) EPA failed to perform inter-
nal control reviews (ICR) for a number
of highly vulnerable program areas.
GAOQ also found that EPA did not: (1)
have an adequate basis to report that
its accounting system was in confor-
mance with the Comptroller General’s
requirements; (2) properly record and
charge certain contract costs; (3) prop-
erly deobligate unspent grant funds;
(4) establish decumentation and data
controls for its payroll accounting sub-
system; (5) completely correct material
weaknesses in its accounting system
that it reported in 1983; or (6) ade-
quately test its accounting system in
operation to ensure conformance.

Open Recommendations to
Agencies

To more effectively implement the FIA
process and to provide a stronger basis
to report on the status of EPA inter-
nal controls, the Administrator, EPA,
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should fully define the role of EPA
program managers in the FIA process,
with a view toward having managers
be more involved in evaluating internal
controls.

Status: Action in process. Estimated
completion date: 12/86. EPA estab-
lished the Resource Management
Division to coordinate, monitor, and
provide guidance for FIA implementa-
tion. Order 1000.24 FIA instructions
have been revised, but they have not
been published and distributed.

The Administrator, EPA, should not
report that the EPA accounting system
is in conformance with the Comptroller
General's principles, standards, and
related requirements until the system
has been adequately evaluated while
in operation.

Status: Recommendation valid/action
not intended. EPA disagreed with this
recommendation.

To ensure that the accounting system
evaluation made under FIA is thorough
and comprehensive, the Administrator,

GAO/OIRM-87-1 Recommendations



Financial Management and Information Systems

EPA, should properly record letter-of-
credit payments.

Status: Action in process. Estimated

completion date: 12/86. EPA agreed
with this recommendation. It is cur-
rently reviewing its financial manage-
ment systems and making revisions

and modifications to comply with this
recommendation.

Accounting Systems in Operation

Second-Year Implementation of the Federal Managers’
Financial Integrity Act in the Department of Labor

HRD-86-29, 11/18/85

Background

GAO reviewed the Department of
Labor’s second-year efforts to imple-
ment and comply with the Federal
Managers’ Financial Integrity Act
(FIA), which is aimed at strengthening
management controls and accounting
systems and helping to detect and deter
fraud, waste, abuse, and mismanage-
ment in federal agencies.

Findings

GAO found that, at the end of 1984,
uncorrected internal control weakness-
es existed in Labor’s Unemployment
Insurance and Job Training Partnership
Act programs, as well as its other
programs and its accounting systems.

These deficiencies precluded a deter-
mination that Labor’s: (1) systems of
internal control, taken as a whole, com-
plied with FIA requirements; and (2)
accounting systems, taken as a whole,
generally conformed to the Comptroller
General’s requirements. GAO believes
that, in order to determine whether
its internal control systems provide
reasonable assurances, Labor needs to
collectively consider the: (1) compre-
hensiveness and quality of the evalu-
ation work performed; (2) significance
of the weaknesses disclosed; (3) sta-
tus of corrective actions; and (4)
extent to which accounting systems
conform to the Comptroller Generals
requirements. GAO also believes that
Labor’s annual FIA report should pro-
vide sufficient information to determine
the significance of reported internal
control weaknesses.

Open Recommendations to
Agencies

Labor should disclose: (1) functions
where internal controls are adequate,
inadequate, and not yet effectively eval-
uated; and (2) the significance of report-
ed internal control weaknesses to its
operations.

Status: Recommendation valid/action
not intended. Labor’s instructions to
its agency heads for preparing 1986
FIA letters requires them to quantify
significant control weaknesses in terms
of cost of resources or other measures.
Labor believes that its past internal
control evaluations were adequate and
state central systems are not subject to
vulnerability assessment under Office
of Management and Budget guidance.

Accounting Systems in Operation

The Government Faces Serious Internal Control and
Accounting Systems Problems

AFMD-86-14, 12/23/85

Background

As part of its second governmentwide
report on the Federal Managers’
Financial Integrity Act of 1982 (FIA),
GAO reviewed the internal control
and accounting system problems facing
the government and highlighted the

problems which have hindered federal
agency efforts to implement FIA.

Findings

GAO noted that: (1) the widespread and
long standing weaknesses and break-
downs in agency internal controls con-
tinue to result in wasteful spending,
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poor management, and losses involving
billions of dollars in federal funds; (2)
internal control weaknesses have also
made outright fraud more feasible; and
(3) inadequate agency accounting sys-
tems and financial reports have con-

tributed to the government’s dilemma.
GAO found that: (1) agencies report-
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ed that 53 percent of their accounting
systems were not in conformance with
Comptroller General requirements; (2)
serious internal control problems con-
tinue in areas such as weapon systems
procurement, social security, property
management, and automatic data proc-
essing; (3) agencies have also reported
that thousands of less serious weakness-
es have been corrected which were col-
lectively important and could have led
to fraud, waste, and abuse; and (4) pro-
grams to evaluate internal control sys-
tems have not yet evolved to the point
that the agencies know whether their
controls are adequate. GAO also found
that: (1) although federal agencies gen-
erally identified their problems, their
annual reports do not always provide an
accurate, clear assessment of the over-
all status of their systems; (2) there
is an inadequate basis for reporting
on internal control weaknesses because
the Office of Management and Budget
(OMB) has not changed its reporting
guidance as GAO recommended; and
(3) agency programs, which evaluate
internal control and accounting sys-
tems, need further strengthening to
ensure that weaknesses are identified
and corrected.

Open Recommendations to
Agencies

The Director, OMB, should implement
the prior recommendation to strengthen

annual internal control reporting guid-
ance to agencies. OMB must ensure that
agencies disclose the basis for their posi-
tion on reasonable assurance, consider-
ing the weaknesses identified and the
scope of evaluations. Specifically, OMB
should revise internal control reporting
guidance to incorporate the “except-
for” reporting format of the House
Committee on Government Operations
whereby agencies would clearly disclose
the significance of those systems which:
{1) do not meet the act’s requirements;
and (2) have not yet been evaluated
and for which the agency does not
know whether or not they comply with
the act’s requirements.

Status: Action taken not fully
responsive. Although reporting guid-
ance was changed, and improved to
some degree, current guidance still does
not adequately provide for full disclo-
sure on reasonable assurance, such as
the use of an except-for format rather
than a taken-as-a-whole format. GAO
will continue to strengthen OMB report-
ing guidance.

The Director, OMB, should require that,
for agency heads to elect the “taken-as-
a-whole” reporting format, they must
clearly demonstrate that those systems
that do not comply, or have not been
adequately evaluated, are not of such
significance as to detract from the
credibility of an opinion on the agency
as a whole.

Status: Action taken mnot fully
responsive. Although reporting guid-
ance was changed, and improved to
some degree, current guidance still does
not adequately provide for full disclo-
sure on reasonable assurance, such as
the use of an except-for format rather
than a taken-as-a-whole format. GAO
will continue to work to strengthen
OMB reporting guidance.

The Director, OMB, should strengthen
its guidance for reporting on accounting
system conformance so that the annual
report will clearly disclose the condi-
tion of an agency’s accounting systems,
applying the same criteria outlined for
reporting on internal control systems.
It should be clear which systems con-
form, which ones do not, and which
ones have not been evaluated so that a
conformance statement can be provided.

Status: Action taken not fully
responsive. Reporting guidance was
changed and OMB now recognizes
two distinct variations of “except-for”
reporting which agencies can use to
report on accounting systems’ confor-
mance. However, the guidance should
be more prominently highlighted in
either Circular A-127 or OMB ques-
tions and answers to ensure that these
reporting options are not overlooked by
the agencies.

Accounting Systems in Operation

Air Force Efforts To Collect Debts From Former Service

Members

AFMD-86-48BR, 04/30/86

Background

In response to a congressional request,
GAO provided information on the Air
Force’s efforts to collect debts former
service members owed to it.

Findings

GAO found that: (1) during the past
5 years, debts increased significantly;
(2) collection rates fluctuated and then
decreased; (3) enlistment/reenlistment
bonuses paid to ineligible service mem-
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bers accounted for the majority of
the debts; and (4) the Air Force

is designing a new accounts receiv-
able system which it expects to

implement by November 1987. GAO
also found that: (1) receivables from
enlistment/reenlistment bonuses will
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most likely increase in the future
because members who reenlist will
begin to receive a 75-percent increase in
1986 rather than the previously issued
50-percent increase; (2) the Air Force
identifies many debts when members
leave the service early; (3) the Air
Force has contracted with collection
agencies to recover delinquent funds;
and (4) the Air Force plans to offset
debts against income tax refunds.

Open Recommendations to
Agencies

The Secretary of Defense should direct
the Secretary of the Air Force to ensure

that delinquent amounts owed by for-
mer service members are offset against
government salaries received.

Status: Action in process. The Air
Force is developing a collection process.

The Secretary of Defense should direct

to ensure that known problems are
corrected and development efforts are
completed without significant slippage
to established milestones.

Status: Action in process. A

new system is being closely moni-
tored and reported in the Air Force
Commanders’ Annual Statement on
Internal Controls under section II of the
Federal Managers’ Financial Integrity

the Secretary of the Air Force to closely Act.

monitor efforts to develop and imple-
ment a new accounts receivable system

Accounting Systems in Operation

Navy Efforts To Collect Debts From Former Service

Members

AFMD-86-51BR, 05/19/86

Background

Pursuant to a congressional request,
GAO obtained information on the
Navy’s efforts to: (1) collect out-of-
service receivables; (2) implement the
Debt Collection Act of 1982; (3) improve
its system of accounting for and con-
trolling out-of-service receivables; and
{4) address the problems cited in a
1981 GAO report.

Findings

GAO found that: (1) out-of-service
receivables increased significantly while
collection rates were relatively low; (2)
increases in new receivables resulted
from enlistment/reenlistment bonuses
paid to service members who separated

prior to earning the entire bonus; and
(3) while the Navy has taken several
actions to improve collection of out-of-
service receivables and to address the
problems cited, its current system can-
not fully support implementation of the

Open Recommendations to
Agencies

The Secretary of Defense should direct
the Secretary of the Navy to ensure

act and is not designed to account for all that delinquent amounts owed by for-

receivables. Although the act requires
federal agencies to attempt collection
for all amounts owed to the govern-
ment, the Navy concluded that it was
not cost-effective to attempt collection
of receivables under $125. However,
GAO believes that the $125 threshold
appears to be high, The act also allows
federal agencies to offset amounts owed
against salaries of debtors who are
employed in the federal government,
but because of delays in implementing
regulations, the Navy has not used this
tool.
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mer service members are offset against
government salaries due.

Status: Action in process. The
Department of Defense (DOD) com-
ponents were provided necessary DOD
instructions, including hearing guide-
lines, which are to be used for initi-
ating the salary offset process. DOD
components are expected to implement
salary offsets as soon as possible.
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Accounting Systems in Operation

Debt Collection: Billions Are Owed While Collection and
Accounting Problems Are Unresolved

AFMD-86-39, 05/23/86

Background

Pursuant to a congressional request,
GAO: (1) reviewed selected federal
agencies’ efforts to implement the Debt
Collection Act of 1982 and improve debt
collection; and (2) evaluated agency
systems that account for debts owed to
the government.

Findings

GAO noted that the largest por-
tion of government debts relate

to loan programs, such as those

for farming, housing, and educa-
tion and, therefore, reviewed the
practices of the Departments of
Education and Housing and Urban
Development (HUD), the Farmers
Home Administration (FmHA), and the
Veterans Administration (VA). GAO
found that agencies failed to: (1)
consistently make progress in imple-
menting improved debt collection pro-
cedures due to management priorities,
system capability limitations, manage-
ment uncertainty, and regulations; (2)
report delinquent individual debtors to
credit reporting agencies; (3) efficiently
use private collection agencies’ services;
(4) collect delinquent debts by offset-
ting salaries of or payments to fed-
eral employees; and (5) assess inter-
est, penalties, or administrative costs
on delinquent debts. GAO also found
that agencies’ accounting systems often
failed to provide management with cur-
rent and accurate information on the
status of debts owed to the government.

Open Recommendations to
Congress

Congress should amend the Debt
Collection Act of 1982 reporting
requirements to provide that agencies
shall, as part of their annual bud-
get submissions: (1) report on their
progress in implementing provisions of
the act and other related debt col-
lection initiatives; (2) disclose, on a
program-by-program basis, the types of
data listed in the act, for example,
the amount of their receivables, age
of delinquent debts, and amounts writ-
ten off as uncollectible; and (3) set
out their goals, both monetary and
programmatic, for improving collections

and reducing delinquencies and write-
offs.

Status: Action in process.

Congress should amend the Debt
Collection Act of 1982 to require fed-
eral agencies, except where they can
provide to Congress reasons for not
doing so, to implement improved credit
management techniques, such as those
discussed in this report, and debt collec-
tion practices, including a requirement
to report information about individuals
and businesses with delinquent debts
to credit reporting agencies and to refer
delinquent debtors to private collection
contractors.

Status: Action in process.

Congress should amend the Debt
Collection Act of 1982 to explicitly
authorize the Internal Revenue Service
(IRS) to provide taxpayer address infor-
mation to agencies pursuing debt collec-
tion activities under authorities other
than the Federal Claims Collection Act.
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Status: Action in process.

Congress snould amend the Debt
Collection Act of 1982 to permit the
notice and hearing procedural require-
ments for involuntary routine salary
adjustments for federal employees to
be completed after offset occurs.

Status: Action in process.

Congress should amend the Debt
Collection Act of 1982 to require agen-
cies to accurately prepare financial
reports on their programs that gen-
erate receivables, including a require-
ment, for operating statements, state-
ments of financial position, and cash
flow statements.

Status: Action not yet initiated.

Congress should amend the Debt
Collection Act of 1982 to require agen-
cies to have their inspectors gener-
al, or other appropriate organizations,
periodically evaluate their systems of
accounting for and reporting on receiv-
ables, and annually audit the finanecial
reports containing receivables informa-
tion to help ensure continued reliability
of financial data on amounts owed, and
to strengthen the control environment
under which debt programs operate.

Status: Action not yet initiated.

Congress should consider amending the
Debt Collection Act to provide agen-
cies with additional incentive to collect
debts. Options available to Congress
include managerial incentives, such
as: (1) holding managers more strictly
accountable for attaining debt collection
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objectives and targets; (2) developing

awards programs for improved collec-

tion practices; and (3) requiring annual
evaluations of credit management and
debt collection program operations.

Status: Action in process.

Open Recommendations to
Agencies

The Secretary, HUD, should require
that managers of the Single Family
Assignment Program refer information
on those debtors who do not meet their
repayment schedules to credit-reporting
agencies.

Status: Action in process. HUD
included credit bureau reporting in a
request for proposals for a new contract
to replace its Single Family Notes
System. The target date for reporting
is late fiscal year (FY) 1987.

The Secretary, HUD, and the
Administrator of Veterans Affairs
should require managers of programs,
which are not using private collec-
tion agencies, to use General Services
Administration (GSA) contractors.

Status: Action in process. HUD start-
ed a pilot project to refer about 2,000
cases to private collection agencies.

Target: Department of Housing and
Urban Development

Status: Action in process. VA start-
ed using collection agencies under
GSA governmentwide control. VA has
referred about $425 million to GSA
contractors.

Target: Veterans Administration

The Secretaries of HUD and Education
should begin selling portions of their
loan portfolios when deemed to be
advantageous to the government.

Status: Action in process. Education
plans a sale of college housing loans

in FY 1987. It estimates that as much
as $608 million in proceeds may be
realized.

Target: Department of Education

Status: Action in process. HUD
scheduled a sale of multifamily loans
for March 1987 and is exploring the
feasibility of Single Family and Title
1 Notes Sales.

Target: Department of Housing and
Urban Development

The Administrator of Veterans Affairs
should ensure that: (1) taxpayer
identification numbers are obtained
from loan applicants; (2) information on
delinquent debtors is referred to credit
reporting agencies; and (3) the salary
offset provision of the Debt Collection
Act of 1982 is implemented.

Status: Action in process. VA issued
regulations on June 16, 1986, requir-
ing collection of social security numbers
from loan applicants. It started refer-
ring information on delinquent debtors
to credit bureaus. VA also plans to
implement salary offsets in January
1987.

The Administrator, FmHA, should
require that program managers refer
information on delinquent debtors to
credit reporting agencies, and imple-
ment administrative offset.

Status: Action in process. FmHA is
planning a pilot program for reporting
delinquent consumer accounts to credit
bureaus and has drafted administrative
offset regulations.

The Secretary of Education should take
whatever steps are necessary to assess,
or enable Education to assess, inter-
est, penalties, and administrative costs
under the Debt Collection Act of 1982
on defaulted student loans.

Status: Action in process. Education
plans to assess administrative costs on
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delinquent debts. It will also consider
requesting legislative changes, which

would allow it to charge penalties and
interest.

The Secretaries of Education and HUD,
and the Administrators of FmHA and
Veterans Affairs, should strengthen
their receivables accounting and con-
trol systems in order to produce accu-
rate and reliable information on the
amount of debt owed to the government
by ensuring that systems that account
for and control receivables conform to
Comptroller General and OMB require-
ments.

Status: Action in process. Education
is reviewing several options to improve
the accountability of College Housing
Loan and Higher Education Facilities
Loan Programs, as well as other receiv-
ables.

Target: Department of Education

Status: Action in process. HUD
hired an independent contractor who is
conducting a number of internal control
reviews of its receivable accounting and
control systems.

Target: Department of Housing and
Urban Development

Status: Action in process. FmHA
is developing a new loan and grant
accounting system.
Target:  Farmers Home
Administration

The Secretary of Education, and the
Administrators of FmHA and Veterans
Affairs, should closely monitor efforts
to develop and implement new sys-
tems of accounting for receivables to
help ensure that known problems are
corrected and development efforts are
completed without significant slippage
of established milestones.

Status: Action in process. The
Secretary of Education will monitor
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efforts to develop and implement new
systems of accounting for receivables.

Target: Department of Education

Status: Action in process. Oversight
of major system development efforts in
FmHA is being maintained by agency
heads and interested FmHA officials.
Target:  Farmers Home
Administration

The Secretary, HUD, should explore
the use of involuntary salary deduc-
tions in the Single Family Assignment
Program.

Status: Action in process. HUD is
developing processes to implement fed-
eral employee salary offsets for sin-
gle family mortgages held by HUD.
Matches were made on active and
retired federal employees in the OPM
data base.

The Secretary, HUD, should require
that all program managers comply with
the act’s interest, penalty, and admin-
istrative cost requirements.

Status: Action in process. HUD plans
to start assessing penalties and admin-
istrative costs in the Title I Program.
HUD is now passing on to Title I
debtors actual private contractor col-
lection costs up to a ceiling of about
2 percent of the debt.

The Administrator, FmHA, should
require, where applicable, that program
managers: (1) assess interest, penalties,
and administrative costs; (2) implement
the salary offset provision; and (3)
explore selling portions of the FmHA
loan portfolio. In carrying this out,
FmHA may, under the Federal Claims
Collection Standards, give appropriate
consideration of any undue financial
hardships that might result from its
use of the particular collection tools

available to it, especially in view of
the current farm crisis.

Status: Action in process. FmHA is:
(1) developing the capability to assess
interest, penalties, and administrative
costs in its new accounting system, to
be completed in 3 years; (2) currently
matching an OPM tape against its
delinquent debtors for use in salary
offsets; and (3) planning a pilot sale
of loans,

The Administrator of Veterans Affairs
should raise the 4-percent interest rate
currently charged on defaulted home
loan guaranty cases.

Status: Action in process. VA is
currently putting the necessary systems
in place to raise the interest rate to the
governmentwide standard for interest
rates on delinquent debts.

Accounting Systems in Operation

Defense’s Use of Emergency and Extraordinary Funds

AFMD-86-44, 06/04/86

Background

GAO reviewed whether adequate pro-
cedures are in place to control the
Department of Defense’s (DOD) use
of funds allocated for emergency and
extraordinary (E&E) expenses.

Findings

GAO found that: (1) DOD lacks
management control of confidential
E&E funds because the Office of the
Secretary of Defense (OSD) has not
issued a regulation governing the use
of such funds; (2) although OSD issued
a departmentwidé regulation governing
the use of E&E funds for official rep-
resentation, DOD did not always follow

them; (3) there were instances in which
DOD spent E&E funds on entertaining
DOD personnel; (4) DOD components
repeatedly used E&E funds for expen-
ditures that were not of an emergency
or extraordinary nature; (5) the lack of
a departmentwide regulation resulted
in inconsistencies in DOD component
regulations; and (6) two DOD compon-
ents do not require adequate separation
of duties related to checking account
responsibilities. GAO also found that:
(1) certain fiscal year 1984 and 1985
expenditures for official representation
were prohibited by regulations or used
for nonemergency situations; and (2)
although E&E funds may be spent for
any purpose determined to be proper,
regulations do not address the use of
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E&E funds to pay for recurring events
or entertaining DOD personnel.

Open Recommendations to
Agencies

The Secretary of Defense should direct
the Secretary of the Army and the
Secretary of the Air Force to require
the Army Intelligence and Security
Command and the Air Force Office of
Special Investigations to revise their
regulations to require an adequate sep-
aration of duties in controlling checking
accounts used for E&E funds.

Status: Action in process. Regulations
will be revised to ensure proper internal

GAO/OIRM-87-1 Recommendations
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control by separation of duties in con-
trolling checking accounts. DOD indi-
cated that the revisions will be com-
pleted by March 9, 1987.

The Secretary of Defense should direct
all DOD components authorized to use
E&E funds for official representation

to examine their records for at least
the past 2 fiscal years and obtain
reimbursement for E&E expenditures
that were made primarily for the benefit
of DOD personnel.

Status: Action in process. DOD is
reviewing the expenditures GAO ques-
tioned, and reimbursement will be con-

sidered in cases where it is appropriate.
DOD believes, however, that no useful
purpose would be served in reviewing
all expenditures for the last 2 years.
DOD is also reviewing existing proce-
dures for approving the expenditure of
funds for official representation.

Accounting Systems in Operation

Fish and Wildlife Service: Investigation of Alleged
Accounting Violations

AFMD-86-61, 07/02/86

Background

In response to a congressional request,
GAO examined the U.S. Fish and
Wildlife Service’s (FWS) fiscal year
(FY) 1983 financial reports to deter-
mine their accuracy and whether any
inaccuracies that may have occurred
were due to official misconduct.

Findings

GAO found that FWS: (1) submitted
inaccurate reports for its FY 1983
Resource Management Program; (2) did
not promptly record $420,000 of known
obligations; (3) improperly charged
$900,000 to its FY 1984 appropriation;
(4) did not determine whether a viola-
tion occurred until more than 2 years
after the appropriation expired; and (5)
spent an unreasonable amount of time
determining whether a violation had
occurred.

Open Recommendations to
Agencies

The Secretary of the Interior should
require FWS to adjust its accounting
records to charge the contract

modifications to the FY 1983 account.

Status: Action in process. Action has
been directed by the Secretary.

The Secretary of the Interior should
require FWS to report a violation of
the Antideficiency Act unless FWS can
identify and justify further adjustments
that show an overobligation does not
exist. Any such adjustments should
be verified by the Office of Inspector
General or another party deemed by the
Secretary to be sufficiently independent.
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Status: Action in process. The
Secretary directed that Antideficiency
Act violation reports be filed with the
President and Congress.

The Secretary of the Interior should
require FWS to incorporate into its
standard operating procedures the
requirement that all regional offices
are to perform monthly reconciliations
of their financial reports.

Status: Action in process. The
Secretary directed all regional offices
to perform monthly reconcilations of
financial reports, but has not specified
that the requirement be incorporated
into FWS standard operating proce-
dures.

GAO/OIRM-87-1 Recommendations
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Accounting Systems in Operation

Prompt Payment Act: Agencies Have Not Fully Achieved

Available Benefits

AFMD-86-69, 08/28/86

Background

Pursuant to a congressional request,
GAO reviewed whether federal agen-
cies are complying with the Prompt

Payment Act by making timely pay-
ments to private businesses for the

goods and services they provide annu-
ally.

Findings

GAOQ evaluated payment procedures
at 39 selected payment centers and
found that: (1) 24 percent of feder-
al vendor payments were made after
the due date; (2) required interest
penalties were seldom paid; (3) agen-
cies paid only one of every six penal-
ties owed; (4) almost one-fifth of
the prompt payment discounts taken
occurred after the offer period expired;
and (5) prompt payments were usually
late because of missing data and inac-
curate agency interpretations of prompt
payment requirements. GAO also found
that: (1) federal agencies paid about
23 percent of their bills 5 or more
days before they were due; (2) the
annual reports on federal bill payment
performance have been misleading and
have not highlighted the need for cor-
rective action; and (3) although fed-
eral agencies have taken some initia-
tives to reduce excessive late payments,
they must establish controls to obtain
necessary data and ensure the use of
appropriate criteria when paying ven-
dor invoices.

Open Recommendations to
Congress

Congress should consider amending the
Prompt Payment Act to add invoice

receipt dates to the existing criteria
for establishing due dates for meat
and perishable agricultural products.
This could be accomplished by defining
payment periods for these items as
starting on the date the items are
delivered or the date the invoice is
received from the vendor, whichever is
later.

Status: Action not yet initiated.

Open Recommendations to
Agencies

The Director, Office of Management and
Budget (OMB), should direct agencies to
review their receiving and acceptance
documents and associated procedural
guidance to ensure that these docu-
ments, including invoices if used for
this purpose, contain all pertinent data,
including actual receipt and acceptance
dates for goods or services. Also, receipt
dates should be recorded on invoices
and all such data should be forward-
ed to the appropriate payment center
within OMB-established time frames.

Status: Action in process. In a recent
letter to heads of departments and
agencies, OMB asked that they ensure
that payments are made as prescribed
by the act and OMB Circular A-125.
OMB also asked that agencies prepare
a special status report as part of their
Circular A-123 work.

‘The Director, OMB, should ensure that
agencies have their procurement activ-
ities include payment due date terms
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in all contracts. Also, terms from the
underlying contracts should appear on
delivery orders.

Status: Action in process. OMB stated
that it would reiterate this requirement
in letters to agencies and ensure that
this requirement is included in the
revised Federal Acquisition Regulation
(FAR).

The Director, OMB, should instruct
agencies to strengthen their payment
process by ensuring that payment cen-
ters obtain applicable contracts and
establish due dates and take discounts
based on contract terms.

Status: Action taken not fully
responsive. OMB disagreed with this
specific recommendation for addressing
the problem, but it will emphasize the
need for payment centers to routinely
receive this information.

The Director, OMB, should establish,

in coordination with the Department

of Defense (DOD) and other agencies

that commonly make interim payments,
what payment period would be in the

best interest of the government.

Status: Action in process. OMB stated
that it would revise the circular as soon
as agencies reach an agreement on the

proper timing.

The Director, OMB, should revise
Circular A-125 to require that agen-
cies include discount terms from the
Federal Acquisition Regulation (FAR)
in procurement contracts.

Status: Action in process. OMB
is taking alternative action that will
accomplish the same objective.
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The Director, OMB, should modify
Circular A-125 to define early pay-
ments as 5 or more days before the due
date for payment centers, which mail
scheduled payments to the Treasury for
check issuance.

Status: Recommendation valid/action
not intended. OMB does not plan to
make such a change because it believes
that agencies can achieve substantive
compliance.

The Secretary of Defense should direct
the military services to modify por-
tions of their regulations to conform
with policies in the Treasury Financial
Manual if contracts or invoices do not
contain due date terms for offered dis-
counts.

Status: Action not yet initiated. DOD
has not taken a formal position on
this recommendation, but indications
are that this change will be made.

The Secretary of Defense should direct
the military services to modify por-
tions of their regulations to conform
with existing requirements for paying
interest on any late payments of meat
and perishable agricultural products.
Pending any legislative change, inter-
est should generally be paid regardless
of whether an invoice was received in
time to avoid paying late.

Status: Action not yet initiated. DOD
has not taken a formal position on
this recommendation, but DOD officials
agreed that current practices are incor-
rect.

The Administrator of General Services,
the Secretary of Defense, and

the Administrator of the National
Aeronautics and Space Administration
(NASA), should modify the FAR to

incorporate prompt payment provisions.
This modification should specify pay-
ment within 30 days of receipt of a
proper invoice or acceptance of goods
or services, whichever is later. If the
revision defines acceptance for calcu-
lating due dates as a specific number
of days after delivery, the number of
days specified should be used consis-
tently unless other terms are justified.

Status: Action in process. NASA,
DOD, and the General Services
Administration (GSA) published pro-
posed changes to the FAR in the
Federal Register. GAO commented on
that proposal.

Target: Department of Defense

Status: Action in process. NASA,
DOD, and GSA published proposed
changes to the FAR in the Federal
Register. GAO commented on that pro-
posal.

Target: National Aeronautics and
Space Administration

Status: Action in process. NASA,
DOD, and GSA published proposed
changes to the FAR in the Federal
Register. GAO commented on that pro-

posal.

Target: General Services
Administration

The Administrator of General Services
should investigate the feasibility and
cost-effectiveness of paying utility bills
based on equal monthly payments and
reconciliation of payments against actu-
al usage at the end of an established
period, such as 12 months. If the
results of this study are positive, GSA
should take steps to implement such an
approach, including submission of any
needed legislative recommendations.

Status: Action not yet initiated. GSA

has not formally responded to the
report.
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The Director, OMB, should expand
agencies’ reporting requirements and
the summary report on late payments
to selected congressional committees to
also include the number, amounts, and
percentage of commercial invoices paid:
(1) during a grace period; and (2) after
any applicable grace period that did not
include any late payment penalties.

Status: Action in process. OMB asked
agencies for this type of information.

The Director, OMB, should modify OMB
Circular A-125 to require reporting of
both interest penalties under the act
and other kinds of late charges, such as
those assessed against utility payments
made after the payment due date.

Status: Action in process. OMB
asked agencies for a position on this
recommendation.

The Director, OMB, should clarify OMB
Circular A-125 and its annual request
for information from individual agen-
cies by defining the term payment when
used for reporting purposes to mean
invoices.

Status: Action in process. OMB
defined payments accordingly in its
annual request for information.

The Director, OMB, should analyze
internal agency evaluations of payment
timeliness on a selective basis to vali-
date or question agency-reported statis-
tics.

Status: Action in process. OMB
told GAO that it has taken steps
to validate agency reporting, including
asking agency inspectors general for
assistance.
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Accounting Systems in Operation

Loan Asset Sales: OMB Policies Will Result in Program
Objectives Not Being Fully Achieved

AFMD-86-78, 09/25/86

Background

In response to a congressional request,
GAO provided information on the Office
of Management and Budget's (OMB)
objectives and guidelines for agencies
to follow in selling loan assets.

Findings

GAO found that OMB guidelines for
loan asset sales: (1) require that all
gsales be made without future recourse
to the federal government; (2) require
that purchasers assume responsibility
for collecting and servicing loan assets
when such assets are sold; (3) would
treat the loan asset sales proceeds
as borrowings if sales are made with
recourse to the government, which
would be contrary to normal budgetary
treatment of guarantees; and (4) will
not assist in accurately measuring cred-
it program subsidies, which is one of
the program’s objectives. GAO believes
that: (1) the guidelines will not protect
the government’s best interests since
the government will not be maximiz-
ing net proceeds on the sale of certain
loan portfolios; (2) the proposed bud-
getary treatment of loan asset sales
with limited recourse does not reflect
the actual and potential economic con-
sequences of such sales and is incorrect
budgetary treatment; and (3) several of
the requirements will result in over-
stating the subsidies associated with

credit programs and, therefore, OMB
will not fully achieve its objectives.

Open Recommendations to
Agencies

To fully maximize loan sale net pro-
ceeds and to fulfill the objectives of its
loan asset sale program, the Director,
OMB, should revise OMB guidelines
for sale of loan assets to permit agen-
cies to sell loan assets on a structured
basis, which would include some form
of future recourse to the government
(or other credit enhancement) and per-
mit servicing of sold loans by an entity
other than the purchaser.

Status: Action in process. Estimated
completion date: 12/86. The Conference
Committee report on the fiscal year
(FY) 1987 concurrent resolution on the
budget directed agencies to sell loans
in the manner to ensure that the
government receives the best possible
net proceeds from the sales but did not
specify whether sales should be with
or without recourse.

To fully maximize loan sale net pro-
ceeds and to fulfill the objectives of its
loan asset sale program, the Director,
OMB, should classify, for budget pur-
poses, the government’s maximum con-
tingent liability under limited recourse
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loan sales as borrowings and the unen-
cumbered sale proceeds as receipts.

Status: Action in process. Estimated
completion date: 12/86. The Conference
Committee report on the FY 1987 con-
current resolution on the budget stated
that nothing in the act is intended to
dictate or endorse the manner in which
loan sale proceeds are scored for deficit
reduction purposes.

The Director, OMB, should not imple-
ment the OMB proposed policy for
determining subsidies under the pilot
loan assets sale program, but should
revise the policy by considering the two
methodologies discussed in this report.
In addition, the Director should report
to Congress on the method selected and
include an appropriate justification for
the selection.

Status: Action not yet initiated. OMB
agrees that, if only old loans are sold
from agencies’ portfolios, the sales price
received would not correctly measure
the subsidy provided at the time they
were made. OMB believes that its loan
asset sales guidelines recognize this
problem by directing agencies to sell
both old and new loans from their
portfolios.

GAO/OIRM.87-1 Recommendations
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Accounting Systems in Operation

Loan Asset Sales: OMB Policies Will Result in Program
Objectives Not Being Fully Achieved

AFMD-86-79, 09/25/86

Background

In response to a congressional request,
GAO provided information on the Office
of Management and Budget’s (OMB)
objectives and guidelines for agencies
to follow in selling loan assets.

Findings

GAO found that OMB guidelines for
loan asset sales: (1) require that all
sales be made without future recourse
to the federal government; (2) require
that purchasers assume responsibility
for collecting and servicing loan assets
when such assets are sold; (3) would
treat the loan asset sales proceeds
as borrowings if sales are made with
recourse to the government, which
would be contrary to normal budgetary
treatment of guarantees; and (4) will
not assist in accurately measuring cred-
it program subsidies, which is one of
the program’s objectives. GAO believes
that: (1) the guidelines will not protect
the government’s best interests since
the government will not be maximiz-
ing net proceeds on the sale of certain
loan portfolics; (2) the proposed bud-
getary treatment of loan asset sales
with limited recourse does not reflect
the actual and potential economic con-
sequences of such sales and is incorrect
budgetary treatment; and (3) several of
the requirements will result in over-
stating the subsidies associated with

credit programs and, therefore, OMB
will not fully achieve its objectives.

Open Recommendations to
Agencies

To fully maximize loan sale net pro-
ceeds and to fulfill the objectives of its
loan asset sale program, the Director,
OMB, should revise OMB guidelines
for sale of loan assets to permit agen-
cies to sell loan assets on a structured
basis, which would include some form
of future recourse to the government,
or other credit enhancement, and per-
mit servicing of sold loans by an entity
other than the purchaser.

Status: Action in process. Estimated
completion date: 12/86. The Conference
Committee report on the fiscal year
(FY) 1987 concurrent resolution on the
budget directed agencies to sell loans
in the manner to ensure that the
government receives the best possible
net proceeds from the sales but did not
specify whether sales should be with
or without recourse.

To fully maximize loan sale net pro-
ceeds and to fulfill the objectives of its
loan asset sale program, the Director,
OMB, should classify, for budget pur-
poses, the government’s maximum con-
tingent liability under limited recourse
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loan sales as borrowings and the unen-
cumbered sale proceeds as receipts.

Status: Action in process. Estimated

completion date; 12/86. The Conference
Committee report on the FY 1987 con-
current resolution on the budget stated
that nothing in the act is intended to

dictate or endorse the manner in which
loan sale proceeds are scored for deficit
reduction purposes.

The Director, OMB, should not imple-
ment OMB proposed policy for deter-
mining subsidies under the pilot loan
assets sale program, but revise the
policy by considering the two method-
ologies discussed in this report. In
addition, the Director should report to
Congress on the method selected and
include an appropriate justification for
the selection.

Status: Action not yet initiated. OMB
agrees that, if only old loans are sold
from agencies’ portfolios, the sales price
received would not correctly measure
the subsidy provided at the time they
were made. OMB believes that its loan
asset sales guidelines recognize this
problem by directing agencies to sell
both old and new loans from their
portfolios.
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The Federal Audit Function in the Territories Should Be

Strengthened

AFMD-82-23, 03/25/82

Background

The principal U.S. territories of
American Samoa, Guam, the Northern
Mariana Islands, the Virgin Islands,
and the Trust Territory of the Pacific
Islands have had longstanding problems
in their financial management systems.
The Department of the Interior’s U.S.
Government Comptrollers are presently
responsible for auditing all significant
aspects of governmental operations and
federal programs in these territories.
Because of the substantial federal assis-
tance provided to the territories and
the difficulty they have improving and
maintaining adequate financial man-
agement systems, the federal audit
function is still needed. GAQO reviewed
the organization and the functions of
the offices of the U.S. Government
Comptrollers as part of its continuing
efforts to improve the federal internal
audit capability.

Findings

GAO stated that the Comptrollers are
located in a line organization that
has management responsibility for the

activities being audited and do not
report to a high enough level in
the Interior. Consequently, their inde-
pendence has been impaired. Also,
the establishment of close relationships
between auditors and territorial officials
may have affected the Comptrollers’
ability to work in an impartial man-
ner. GAO also found that a large por-
tion of the Comptrollers’ limited audit
staff is devoted to preparing an ill-
defined annual report of the fiscal con-
dition of the government, and this

is reducing their audit coverage of
other territorial programs and opera-
tions. GAO concluded that a strength-
ened federal audit presence alone is
not enough to improve the economy
and efficiency of the territorial govern-
ments. The territories need to assume
greater responsibility for establishing
and maintaining strong financial man-
agement systems to ensure proper con-
trol and accountability over federal and
local funds, but they cannot do the
job alone; they need federal techni-
cal assistance. Such assistance, coupled
with an improved territorial govern-
ment internal audit capability, would
further enhance federal audit effective-
ness.
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Open Recommendations to
Agencies

The President’'s Personal
Representative for Micronesian Status
Negotiations should, when negotiat-
ing the remaining agreements termi-
nating the Trust Territory of the Pacific
Islands (TTPI), specifically the sub-
sidiary agreement on auditing, devel-
op a federal audit capability with
respect to the new Governments of the
Marshall Islands, the Federated States
of Micronesia, and Palau with author-
ity and responsibilities comparable
to those of the U.S. Government
Comptrollers.

Status: Action in process. These nego-
tiations have been ongoing for a num-
ber of years and will probably continue
for the foreseeable future. Although the
President’s Personal Representative for
Micronesian Status Negotiations agreed
with this recommendation, and has
included it in the current draft agree-
ment, the ultimate outcome may not
be known for another year.

GAOQ/OIRM-87-1 Recommendations
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Internal Audit

Compliance With Professional Standards by the Commerce

Inspector General

AFMD-85-57, 08/12/85

Background

GAO reviewed the Department of
Commerce Office of the Inspector
General’s (OIG) compliance with profes-
sional standards to determine whether:
(1) audits were conducted in accor-
dance with generally accepted govern-
ment auditing standards; (2) investi-
gations were performed in compliance
with professional standards; and (3)
inspections complied with the Inspector
General’s (IG) own policies and proce-
dures for documenting observations and
recommendations contained in inspec-
tion reports.

Findings

GAO found that: (1) the IG audit func-
tion satisfactorily complied with the
professional standards in the areas of
staff qualifications, organizational and
external impairments to independence,
and fraud and abuse, but corrective
action was needed in the areas of
supervision, internal controls, and audit
follow-up; and (2) the quality control
system did not adequately communi-
cate to the audit staff the policies and
procedures to be followed to ensure
compliance with audit standards in cer-
tain areas. GAO also found that: (1)
IG satisfactorily complied with profes-
sional investigative standards concern-
ing staff qualifications, screening alle-
gations, and the establishment of a

quality assurance program, but correc-
tive action was needed in the areas
of preserving confidentiality, planning,
and reporting; (2) IG made a num-
ber of improvements in the inspection
functions, but there were still some
problems in documenting the inspec-
tion work; and (3) improvements were
needed in the written quality control
policies and procedures to ensure better
compliance with professional standards.

Open Recommendations to
Agencies

To assist OIG in satisfactorily comply-
ing with certain aspects of the proposed
standards, IG should prepare guidance
for the investigators that alerts them
to ways that investigative files can
inadvertently provide clues about the
identity of a confidential source.

Status: Action in process. OIG plans
to provide specific guidance to all inves-
tigators.

To strengthen controls for ensuring
investigators are free of financial
impairments to their personal indepen-
dence, IG should instruct new investi-
gators at the GM-13 level and above
to submit financial disclosures, which
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IG or other OIG management officials
will review.

Status: Action not yet initiated. IG
plans to act on this recommendation as
soon as the Department of Justice com-
pletes its ongoing study of the require-
ment for financial disclosure statements
and conflicts of interest.

IG should determine why some inves-
tigators perceive inadequacies in staff
training and appraisals and act to
improve those perceptions.

Status; Action in process. IG estab-

lished a goal for every investigator to

receive a basic investigative course, fol-
lowed by 40 hours of technical training
each year.

IG should require that inspection
reports include appropriate scope state-
ments and limitations.

Status: Action taken not fully
responsive. IG Directive 7110,
Inspection Performance, does not
specifically require inspection reports
to include appropriate scope statements
and limitations.

GAO/OIRM-87-1 Recommendations
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Internal Audit

Justice Department: An Assessment of the
Statutory Inspector General

AFMD-86-8, 02/24/86

Need for a

Background

Pursuant to a congressional request,
GAO reviewed the organization and
operation of the Department of Justice’s
audit and investigative activities to: (1)
determine how they differ from those
authorized under the Inspector General
Act of 1978; (2) offer a recommenda-
tion on whether Justice should have
a statutory inspector general (IG); (3)
address Justice’s objections to estab-
lishing an IG; and (4) provide infor-
mation on the different methods of
structuring a Justice IG.

Findings

GAOQ found that, unlike other feder-
al agencies whose investigations and
audits are carried out by personnel and
organizations that are independent of
department operations, Justice’s audit
and investigative units are not orga-
nizationally independent which could
affect their impartiality. Impairments

exist since the five bureau-level inves-
tigative units determine what items
are significant enough to report. There
is also no assurance that the Attorney
General is promptly apprised of the
work of the investigative units because
reports must pass through many
officials to reach him. GAO found
that there is no one person or office
responsible for coordinating audits and
investigations. Justice’s opposition to
an IG concern the impact of an IG on
departmental law enforcement opera-
tions and the ability of the Attorney
General to exercise broad-based discre-
tion in directing Justice’s investigative,
prosecutorial, and litigation functions.
However, the act specifically requires
an IG to: (1) comply with Comptroller
General’s standards for audits of feder-
al establishments, organizations, pro-
grams, activities, and functions; (2)
promote efficiency and effectiveness in a
department’s programs and operations;
and (3) alert an agency head of serious
problems rather than become involved

in an agency’s line of effort. The
audit and investigative units selected
for inclusion in Justice’s IG office will
determine the nature of the role of the
IG within the agency.

Open Recommendations to
Congress

Congress should amend the Inspector
General Act of 1978 to establish an
Office of Inspector General at Justice
in order to: (1) strengthen manage-
ment’s control; (2) promote efficient and
effective operation; (3) combat fraud,
waste, and abuse; and (4) ensure that
the Attorney General and Congress are
kept fully and currently informed of
any serious problems.

Status: Action not yet initiated.

Internal Audit

Nonstatutory Audit and Investigative Groups Need To Be

Strengthened

AFMD-86-11, 06/03/86

Background

Pursuant to a congressional request,
GAO: (1) identified and verified the
names of various audit and investiga-
tive groups not subject to inspector gen-
eral legislation; (2) determined audit
group missions, their staffing level, and
the existence of follow-up procedures;

and (3) reviewed selected aspects of
audit operations.

Findings

GAO found that: (1) 12 of the 41
agencies with audit groups not subject
to statutory requirements had impair-

organizations; (2) at four agencies,
important agency functions received lit-
tle or no audit coverage; (3) audit and
investigative staffs did not evaluate
most of the investigations of alleged
fraud and abuse or track the causes
of illegal activities; and (4) audit res-
olution and follow-up systems did not

ments to the independence of their audit meet governmental requirements.
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Open Recommendations to
Agencies

The heads of ACTION, the Peace Corps,
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the Export-Import nbank),
the Interstate Commerce Commission
(ICC), the Department of Justice,
the Merit Systems Protection Board
(MSPB), the National Labor Relations
Board (NLRB), the National Railroad
Passenger Corporation (Amtrak), the
National Science Foundation (NSF), the
Department of the Treasury, and the
Federal Reserve System should take
immediate steps to ensure that the
heads of audit units report directly to
them or their deputies.

Status: Action not yet initiated.
ACTION is conducting a review of
changes necessary to ensure compliance
with subject recommendations. As of
December 1, 1986, the review was not
completed.

Target: ACTION

Status: Recommendation valid/action
not intended. The Peace Corps con-
tends that current organizational status
results in sufficient audit independence.
While the audit group reports organi-
zationally to the Associate Director for
Management, it does have direct access
to the agency head.

Target: Peace Corps

Status: Action not yet initiated.
Eximbank has not determined what
action will be taken. It stated that
it will develop a position in the near
future.

Target: Export-Import Bank of the
United States

Status: Recommendation valid/action
not intended. ICC has not taken action
because the audit group does not audit
the organization of which it is a part.

Target: Interstate Commerce
Commission

Status: Recommendation valid/action
not intended. Justice contends that

action is not needed because the audit
group reports to the head of the agency
in those instances where it is auditing
the organization it reports to.

Target: Department of Justice

Status: Recommendation valid/action
not intended. The MSPB audit office
does not report to the head of the
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Target: Merit Systems Protection
Board

Status: Recommendation valid/action
not intended. The NLRB audit
group reports to the Director of
Administration, who is responsible for
accounting and other functions subject
to audit.

Target: National Labor Relations

Board

Status: Recommendation valid/action
not intended. Amtrak contends that
internal audit reports on all substantive
matters despite being organizationally
placed below the VP-Law.

Target: National Railroad Passenger
Corporation (Amtrak)

Status: Recommendation valid/action
not intended. NSF contends that the
audit group has full and immediate
access to it, as well as, the National
Science Board Committee on Audit and
Oversight. Also, whenever an audit
of the Controller’s activities, to whom
the audit group reports, is proposed or
conducted, the agency head will make
all decisions.

Target: National Science Foundation

Status: Recommendation valid/action
not intended. Treasury contends that
the heads of the law enforcement audit
offices, who report to the head of its
bureaus and not to the agency head
or deputy, are independent because:
(1) they are overseen by the Inspector
General (IG) who reports to the agency
head; and (2) their significant findings
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are reported monthly to the agency
head by the IG.

Target: Department of the Tr

This
recommendation is under active con-
sideration by the Chairman and the

Federal Reserve.

Status: Action not yet initiated.

Target: Federal Reserve System

The Directors of the Federal Emergency
Management Agency (FEMA), NSF,
the Office of Personnel Management
(OPM), and the Acting Chairman of
the Farm Credit Administration (FCA)
should ensure that all important and
vulnerable agency programs and func-
tions are reviewed.

Status: Action in process. Audits of
all areas identified by GAO as needed
are either completed or underway.

Target: National Science Foundation

Status: Action in process. The agency
head has asked the audit group to draw
up plans to provide audit coverage for
all major and vulnerable areas.

Target: Federal Emergency
Management Agency

Status: Action not yet initiated. OPM
is studying the feasibility of supple-
menting current IG staff with sufficient
resources to review OPM retirement
and insurance benefit programs.

Target: Office of Personnel
Management

Status: Recommendation valid/action
not intended. PFCA did not address
this recommendation in its response to
GAO.

Target: Farm Credit Administration

The Directors, FEMA and NSF, should
establish audit resolution and follow-
up procedures.
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Status: Action in process. Software
for a follow-up system to monitor and
update compliance with audit recom-
mendations is being developed. This
should be completed early in fiscal year
1987.

Target: National Science Foundation

The Inspector General, OPM, and the
Director of Audit, FCA, should evalu-

ate all of the significant fraud problems
confronting their agencies to determine
underlying causes and systemic weak-
nesses in order to identify preventive
measures needed.

Status: Action not yet initiated. OPM
is studying the feasibility of setting up
an Office of Inspector General fraud
detection and audit unit to evaluate
retirement fraud.

Target: Office of Personnel
Management

Status: Recommendation valid/action
not intended. FCA does not plan to
take action on this recommendation and
contends it is not a proper role for the
audit group.

Target: Farm Credit Administration

Internal Audit

Compliance With Professional Standards by the
Agriculture Inspector General

AFMD-86-41, 09/30/86

Background

GAO reviewed the Department of
Agriculture’s (USDA) Office of Inspector
General’s (OIG) compliance with pro-
fessional standards in conducting audits
and investigations.

Findings

GAO found that, of the 23 audit
and investigation standards it reviewed,
OIG satisfactorily complied with 18.
Although OIG complied with certain
aspects of the other 5 standards, GAO
found that: (1) some OIG supervisors
did not document their reviews of sub-
ordinates’ work and their reviews of
evidence to support report statements;
(2) auditors did not have evidence to
support some report statements; (3)
some audit reports were not clear, con-
cise, and convincing; (4) OIG investi-
gators did not prepare plans for most
of the investigations reviewed; and (5)
OIG staff could not always locate case
files in records storage centers. GAO
believes that, in addition to improve-
ments needed to bring OIG into satis-
factory compliance with certain stand-
ards, OIG needs to: (1) develop a writ-
ten strategic plan for each of the pro-
gram areas it audits; and (2) consider
revising training plans for investiga-
tors.

Open Recommendations to
Agencies

To assist OIG in satisfactorily comply-
ing with certain aspectz of audit stand-
ards, the Inspector General (IG) should
strengthen quality controls over audit
reports by developing and implement-
ing a mechanism, such as referencing,
to help ensure the adequacy of evidence
and to improve report presentation.

Status: Action in process. Estimated
completion date: 01/87. OIG is devel-
oping and implementing a mechanism,
such as referencing.

To assist OIG in satisfactorily comply-
ing with certain aspects of audit stand-
ards, IG should require supervisors to:
(1) review the extent that staff assis-
tants adhere to audit plans; and (2)
document the reviews.

Status: Action in process. Estimated
completion date: 01/87. OIG is devel-
oping a draft section on this recom-
mendation for the OIG manual.

To increase the ability of annual audit
planning to bring OIG to bear on the
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most significant department issues, IG
should develop a written strategy for
each of the program areas OIG audits.

Status: Action in process. Estimated
completion date: 01/87. OIG is prepar-
ing a section on this for its directive
system and OIG staff are considering
various strategies for the different pro-
gram areas.

To increase the discipline for sound-
financial management, enhance over-
sight, and help ensure financial
integrity, IG should redirect his cur-
rent financial audit program toward
the long-range objective of expressing
financial and compliance opinions on
the accuracy and adequacy of total
agency financial reports.

Status: Action in process. Estimated
completion date: 01/87. OIG is identi-
fying audits in its 1987 plan where
financial reports can be reviewed and
considering other ways to redirect its
financial audit program.

Reviewing internal controls is par-
ticularly important because of the
government’s renewed emphasis on
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agency internal controls pursuant to the
Financial Integrity Act. When materi-
al weaknesses in internal controls are
identified in OIG audits, IG should
require that the audit report disclose
whether or not these weaknesses were
included in the agency’s reporting under
the Financial Integrity Act. This will
make OIG audit reports more useful to
OIG and other audit groups in subse-
quent work done under the act.

Status: Action in process. Estimated
completion date: 01/87. OIG is devel-
oping a policy directive on this recom-
mendation.

To ensure that field offices track audit
recommendations until implementation,
IG should: (1) instruct auditors on OIG
policy to keep recommendations open
in the tracking system until corrective
action has been taken; and (2) require
regional IG’s to approve the closing of
all recommendations.

Status: Action in process. Estimated

completion date: 02/87. OIG is revising
its manual to instruct auditors on OIG
policy to keep recommendations open

in the tracking system.

To provide more understandable infor-
mation in semiannual reports and to
avoid overstating audit savings, as well
as questioned costs and loans, IG should

define questioned costs and loans to
include only outlays which auditors
believe should not be charged to pro-
grams and, potentially, may be paid
back to the government.

Status: Action in process. Estimated
completion date: 01/87. OIG is develop-
ing instructions on outlays which audi-
tors believe should not be charged to
programs.

To provide more understandable infor-
mation in semiannual reports and to
avoid overstating audit savings, as well
as questioned costs and loans, IG should
only show audit findings as savings
when USDA management has imple-
mented OIG recommendations.

Status: Recommendation valid/action
not intended. OIG does not concur
with this recommendation and is bring-
ing the matter to the attention of the
President’s Council on Integrity and
Efficiency (PCIE). Also, GAO is bring-
ing this matter to the attention of the
Office of Management and Budget to
inform OIG on how to present audit
results.

To provide more understandable infor-
mation in semiannual reports and to
avoid overstating audit savings, as well
as questioned costs and loans, IG should
clearly state that the “potential recov-

eries” are subject to reduction under
debt collection procedures.

Status: Action in process. Estimated

completion date: 01/87. OIG is develop-
ing instructions on potential recoveries,
which are subject to reduction under

debt collection procedures.

To provide more understandable infor-
mation in semiannual reports and to
avoid overstating audit savings, as well
as questioned costs and loans, IG should
consistently define and use the same
terminology in the various sections of
the semiannual report.

Status: Action in process. Estimated
completion date: 01/87. OIG is devel-
oping instructions on using the same
terminoclogy in various sections of the
semiannual report.

To help ensure the quality of all
OIG investigative activities, IG should
extend the quality-assurance program
to include evaluating the investigative
work done by the special investigations
unit in Washington.

Status: Action in process. OIG is
revising the quality assurance program
to include evaluating the special inves-
tigations unit.

50—

Internal Audit

Compliance With Professional Standards by the EPA

Inspector General

AFMD-86-43, 09/30/86

Background

GAO reviewed the Environmental
Protection Agency’s (EPA) Office of
Inspector General (OIG) to deter-
mine whether OIG: (1) audit functions
complied with Comptroller General
and President’s Council on Integrity

and Efficiency (PCIE)} standards; and
(2) investigation function satisfactorily
complied with PCIE quality and pro-
fessional standards.

Findings

GAO found that: (1) OIG satisfactorily
complied with 20 of the 23 audit and
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investigation standards used in assess-
ing OIG operations; and (2) OIG needs
to take corrective action to bring it
into satisfactory compliance with cer-
tain aspects of three standards in the
areas of evaluating and reporting on
internal control systems, gathering evi-
dence to support audit report state-
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ments, and developing an annual inves-
tigation plan. While OIG did not com-
ply with some audit and investigation
standards, GAO did not identify any
cases where there was cause to question
OIG findings in audits and investiga-
tions reviewed.

Open Recommendations to
Agencies

To assist OIG in satisfactorily comply-
ing with certain aspects of the audit
standards, the Inspector General (IG)
should develop and implement policies
and procedures clarifying the applica-
bility of audit standards for desk audits.

Status: Action in process. Estimated
completion date: 12/86. The action plan
is being prepared and is to be forwarded
to GAO by December 29, 1986.

To assist OIG in satisfactorily comply-
ing with certain aspects of the audit
standards, IG should require the use
of OIG checklists to provide greater
assurance that audit supervisors docu-
ment and retain supervisory reviews of
all work products,

Status: Action in process. Estimated
completion date: 12/86. The action plan
is being prepared and is to be forwarded
to GAO by December 29, 1986.

To assist OIG in satisfactorily comply-
ing with certain aspects of the audit
standards, IG should develop and imple-
ment policies and procedures outlining
when an identification and evaluation
study of internal control is required.

Status: Action in process. Estimated
completion date: 12/86. The action plan
is being prepared and is to be forwarded
to GAO by December 29, 1986.

To assist OIG in satisfactorily comply-
ing with certain aspects of the audit

standards, IG should develop and imple-
ment policies and procedures requiring
the reporting of the scope of internal
control work,

Status: Action in process. Estimated
completion date: 12/86. The action plan
is being prepared and is to be forwarded
to GAO by December 29, 1986.

To assist OIG in satisfactorily comply-
ing with certain aspects of the audit
standards, IG should develop and imple-
ment a quality-assurance mechanism,
such as referencing, to help ensure the
adequacy of evidence.

Status: Action in process. Estimated
completion date; 12/86. The action plan
is being prepared and is to be forwarded
to GAO by December 29, 1986.

To assist OIG in satisfactorily comply-
ing with certain aspects of the audit
standards, IG should resolve the incon-
sistencies between OIG and EPA on
public access to audit reports.

Status: Action in process. Estimated
completion date: 12/86. The action plan
is being prepared and is to be forwarded
to GAO by December 29, 1986.

To increase the discipline for sound
financial management, enhance over-
gight, and help ensure financial
integrity, IG should expand his current
financial program by performing addi-
tional audits which examine financial
reports and the reliability of accounting
systems which produce the reports.
Eventually, more OIG audits should
be undertaken with the objective of
expressing an opinion on the accuracy
and adequacy of the EPA financial
reports,

Status: Action in process. Estimated
completion date: 12/86. The action plan

Page 104

is being prepared and is to be forwarded
to GAO by December 29, 1986,

To enhance its audit follow-up efforts,
1G should develop and implement poli-
cies and procedures for tracking and
ascertaining, on a systematic basis, the
audit resolution of OIG recommenda-
tions.

Status: Action in process. Estimated
completion date: 12/86. The action plan
is being prepared and is to be forwarded
to GAO by December 29, 1986,

To enhance its audit follow-up efforts,
IG should coordinate with agency
follow-up officials to obtain feedback on
the status of actions taken to imple-
ment OIG recommendations.

Status: Action in process. Estimated
completion date: 12/86. The action plan
is being prepared and is to be forwarded
to GAO by December 29, 1986.

To assist OIG in satisfactorily com-
plying with certain aspects of the
standards, IG should develop an annu-
al investigation plan which specifies
the goals, objectives, or tasks to

be accomplished, and the accomplish-
ments, benefits, or results to be derived
from attaining the goals.

Status: Action in process. Estimated
completion date: 12/86. The action plan
is being prepared and is to be forwarded
to GAO by December 29, 1986,

IG should establish a system for cross-
referencing investigation cases.

Status: Action in process. Estimated
completion date: 12/86. The action plan
is being prepared and is to be forwarded
to GAO by December 29, 1986.
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Regulatory Accounting Rules and Financial Reporting

Disclaimer of Opinion on the Financial Statements of the
Pension Benefit Guaranty Corporation for FY 1980

AFMD-82-42, 06/23/82

Background

GAO examined the combined statement
of the financial condition of the Pension
Benefit Guaranty Corporation (PBGC)
as of September 30, 1980, the related
combined statements of operations and
changes in the deficiency in net assets,
and the changes in financial condition
for the year then ended.

Findings

The examination disclosed material
accounting and estimating problems,
internal control weaknesses, and major
uncertainties that significantly reduce
the reliability of important account bal-
ances. Because of the matters discussed

in the report, GAO was not able to
express an opinion on whether PBGC
statements presented fairly its financial
condition and the results of its opera-
tions and changes in financial condition
for fiscal year 1980.

Open Recommendations to
Agencies

The Executive Director, PBGC, should:
(1) develop a system for financial state-
ment reporting that values benefits on
a current, individual participant basis;
(2) substantiate the reasonableness of
actuarial assumptions, estimation tech-
niques, and models; (3) determine rea-

sons for changes in the pension plan
inventory and establish allowances in
the financial statements for expect-
ed variances; (4) establish accounting
controls and procedures to reconcile
financial data maintained by separate
computer systems; and (5) develop poli-
cies and procedures for substantiating
information provided by external orga-
nizations.

Status: Action in process. Estimated
completion date: 12/86. A follow-

up examination by a certified public
accounting firm is scheduled to start
by December 31, 1986 to determine the
PBGC process.

Regulatory Accounting Rules and Financial Reporting

Inspectors General Find Significant Problems

AFMD-86-20, 12/05/85

Background

In response to a congressional request,
GAO reviewed the quality of audits per-
formed by certified public accountants
{CPA) to determine: (1) their compli-
ance with professional standards; (2)
the extent of quality problems on audits
of federal funds; and (3) the causes of
these problems.

Findings

In its review of quality control sys-
tems used by federal inspectors gener-
al (IG), GAO found that: (1) IG have
identified significant numbers of prob-
lem reports and audits; (2) IG have
identified reporting problems needing
correction in one out of four audit

reports reviewed; (3) IG did not accept
one in five audits in which the required
audit work was not performed, or the
audit documentation was inadequate or
unclear after reviewing the auditors’
working papers; and (4) although IG
worked with CPA to correct problems
on individual audits, additional efforts
are needed to make use of the data in
these individual case files. GAO also
found that IG: (1) have uneven policies
and practices for reviewing the work
of CPA; (2) rarely take action against
CPA when they identify unacceptable
audit work; and (3) do not gystemat-
ically compile, analyze, and use the
results of their quality control reviews
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(QCR) to correct recurring audit quality
problems.

Open Recommendations to
Agencies

The Statutory Inspectors General
should work with the American
Institute of Certified Public
Accountants (AICPA) and appropriate
state boards of accountancy to expe-
dite referrals to these bodies.

Status: Action in process. Estimated
completion date: 03/87. This will be
an ongoing activity between IG and
AICPA for the next 6 months.

GAO/OIRM-87-1 Recommendations
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Regulatory Accounting Rules and Financial Reporting
Examination of GSA’s Fiscal Year 1985 Financial

Statements

AFMD-86-55, 06/11/86

Background

Pursuant to a congressional request,
GAO examined the General Services
Administration’s (GSA) fiscal year (FY)
1985 financial statements, specifically
its internal accounting controls system.

Findings

GAO found that GSA failed to: (1)

fully support its general ledger bal-

ances with detailed subsidiary records
and quickly resolve any discrepancies;
(2) ensure prompt billing of customers
for automatic data processing services;
(3) adequately control the process of
recording unbilled accounts receivable
and related revenue for services pro-
vided through third-party subcontrac-
tors; (4) promptly analyze and adjust
discrepancies between its cash balance
and the Department of the Treasury’s

reported balance; and (5) promptly rec-
oncile its liability for telephone usage
with actual bills received and paid.

Open Recommendations to
Agencies

The Administrator of General Services
should reemphasize the need for GSA
employees to comply with estab-
lished internal control requirements.
Specifically, the Administrator should
direct the heads of each GSA major
service and office to: (1) review, within
their respective areas of responsibility,
the status of compliance with appli-
cable internal accounting controls; (2)
report to the Administrator, in writing,
on all areas where compliance is not
being achieved; and (3) provide the
Administrator with a detailed plan for
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corrective actions, including anticipated
accomplishment dates.

Status: Action in process. Estimated
completion date: 09/87. GSA progress is
being reviewed as part of a GAO audit
of GSA FY 1986 financial statements.

To help ensure this effort achieves the
results intended, the Administrator of
General Services should request the
GSA Inspector General to monitor and
report on the adequacy of the reviews
by the offices and services and the
effectiveness of the corrective actions
undertaken.

Status: Action in process. Estimated
completion date: 12/87. GSA progress is
being reviewed as part of a GAO audit
of GSA FY 1986 financial statements.
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Funding Gaps Jeopardize Federal Government Operations

PAD-81-31, 03/03/81

Background

Interruptions in federal agency fund-
ing at the beginning of the fiscal year
(FY) and operating on continuing res-
olutions have become the norm rather
than the exception. During the nor-
mal deliberations process on appropri-
ations for FY 1981, it became clear
that a funding gap might develop. In
response to the President’s request for
an opinion on the Antideficiency Act,
the Attorney General ruled that the
act requires agencies to terminate all
operations when their current appropri-
ations expire. In addition, the Attorney
General stated that the Department of
Justice would strictly enforce the crim-
inal provisions of the act in cases of
future willful violations.

Findings

Agencies were uncertain how to respond
to the Attorney General’s opinion and
what activities they would be able to
continue if appropriations expired. In
addition, guidance from Justice and
the Office of Management and Budget
was inconsistent, and neither provid-
ed clear instructions for agencies to
follow. There are many approaches

to the problem of funding gaps: (1)
Congress could enact permanent legisla-
tion authorizing agencies to incur obli-
gations but not expend funds for contin-
ued operations during periods of expired
appropriations; (2) the Antideficiency
Act could be amended to allow agen-
cies to incur obligations for continued
operations when appropriations expire;
(3) the rules of both Houses could

be amended to require all appropria-

tions acts to include language confer-
ring authority to continue to incur but
not liquidate obligations at the level
authorized until superseded by anoth-
er funding measure; (4) limitation and
legislative riders on appropriations bills
and continuing resolutions could be for-
bidden or made to require a two-thirds
vote for passage; or (5) continuation
of the pay of federal civilian and mil-
itary employees could be provided for
in periods of expired appropriations.

Open Recommendations to

Congress

Congress should consider shifting more
programs to authorization and appro-
priations cycles of 2 or more years.

Status: Action in process.

An Assessment of the Need for a Statutory Inspector

General

AFMD-86-3, 08/21/86

Background

In response to a congressional request,
GAO reviewed the audit and inves-
tigative activities the Department of
Treasury’s organizational units conduct-
ed, focusing on the differences and sim-
ilarities between the organization and
operation of those units and those of
the statutory offices of inspector general
in other executive branch departments
and agencies,

Findings

GAO found that: (1) Treasury’s

Inspector General (IG) has audit and
investigative responsibility for only 11
percent of Treasury’s operating bud-
get, while law enforcement bureaus’
internal affairs and inspection staffs
audit and investigate 89 percent of
the budget; (2) the law enforcement
bureaus report the results of their inter-
nal audits and investigations to bureau
management; (3) since the head of
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internal affairs determines which audits
are significant and reports them to IG,
there is no assurance that the Secretary
is informed of audit and investigative
issues that could have a department-
wide impact; and (4) Treasury does
not routinely inform Congress about
its audit and investigative activities.

Open Recommendations to
Congress

Congress should amend the Inspector
General Act of 1978 to establish an

GAO/OIRM-87-1 Recommendations
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Office of Inspector General at Treasury
in order to strengthen management’s
control, promote efficient and effective
operation, combat fraud, waste, and
abuse, and ensure that the Secretary
of the Treasury and Congress are kept

fully and currently informed of any
serious problems. The Internal Revenue
Service should be included under the
new statutory IG. Congress could also
consider special legislative provisions to
accommodate Treasury’s concerns over

the possible disclosure of sensitive law
enforcement and tax information.

Status: Action not yet initiated.

Central Fiscal Operations

Improvements Needed in Controlling and Accounting for
Treasury Banking Arrangements

AFMD-85-22, 04/03/85

Background

GAO reported on controlling and
accounting for Department of the
Treasury banking arrangements with
commercial banks for handling federal
agencies’ deposits.

Findings

GAO found that Treasury’s costs to
have commercial banks process the
deposits were being increased by about
$14 million annually because delays
deprive Treasury of the use of the funds
and increase the government's inter-
est cost to the extent that additional
funds need to be borrowed to meet com-
mitments, GAO also found deficiencies
in controls over bank delays of funds
collected through lockboxes and the
Treasury Financial Communications
System (TFCS).

Open Recommendations to
Agencies

The Secretary of the Treasury should
examine alternative controls for pre-
venting and detecting bank delays in
transferring agencies’ deposits. These
alternatives should include requir-
ing agencies, rather than commercial
banks, to initiate automated clearing-
house funds transfers from the Treasury

General Account banks to Treasury’s
Federal Reserve account.

Status: Recommendation valid/action

not intended. Treasury stated that it
is not in a position, at this time, to

examine alternative controls. Treasury
wants to try to implement an automat-
ed system for identifying fund trans-

fer delays before considering this rec-

ommendation. The planned system is

scheduled for completion in fiscal year
(FY) 1987.

The Secretary of the Treasury should
advise federal agencies of their
responsibilities for detecting bank
delays.

Status: Action taken not fully
responsive. Treasury issued a Treasury
Financial Manual Bulletin to advise
the agencies how to date deposit slips.
However, the bulletin did not instruct
the agencies on how to use those dates
to detect bank delays.

The Secretary of the Treasury should

evaluate whether Federal Reserve oper-
ation of the revised Treasury General

Account system would produce greater
control at less overall cost to the gov-
ernment.
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Status: Recommendation valid/action
not intended. Treasury currently has
a contract with a commercial bank
for operation of the system through
September 1987. Treasury will consider
any Federal Reserve offers to operate
the system at that time.

The Secretary of the Treasury should
establish control standards for moni-
toring lockbox collections that must

be implemented by all agencies using
those systems.

Status: Action in process. Treasury
is drafting the necessary standards.

The Secretary of the Treasury should
determine whether it would be cost-

effective to revise current procedures

to allow the Federal Reserve to accept
all funds received through TFCS even
though agency identification may be

inaccurate.

Status: Recommendation valid/action
not intended. 'Treasury rejected
this recommendation., The Financial
Management Service’s policy requires
that accurate data be entered into the
accounting system. Treasury does not
believe there is a feasible alternative.

GAO/OIRM-87-1 Recommendations



General Government

Central Personnel Management

Comparison of Federal and Private Sector Pay and Benefits

GGD-85-72, 09/04/85

Background

Pursuant to a congressional request,
GAOQ provided current information on
private sector and federal white-collar
employee compensation packages. By
law, federal employees’ salaries are set
at a level equitable and comparable
with similar levels of work in the pri-
vate sector unless the President propos-
es alternative federal pay rates. There
is no such requirement for benefits
comparability. GAO analyzed several
pay and benefits comparability stud-
ies conducted by private and federal
organizations but did not independently
validate the data contained in the stud-
ies.

Findings

GAO noted that an independent study
found that: (1) as of 1984, federal
employees’ total compensation averaged
7.2 percent less than that for private
sector employees; and (2) in 1985, the
difference increased to 9 percent or
more because the federal pay increase

for 1985 was limited to less than the
average pay increase in the private
sector, GAO found that: (1) frequent
presidential use of alternative pay rates
caused pay for federal employees to
lag significantly behind that for private
sector employees; (2) an 18.28 percent
federal pay increase would be neces-
sary to achieve federal pay comparabil-
ity in 1985; (3) the federal retirement
system is better than the average pri-
vate sector system because it iz worth
more as a percentage of the average
employee’s pay, and federal retirement
benefits are adjusted annually to offset
consumer price increases; (4) private
studies indicated that private sector
employers generally pay a higher share
of employee health insurance premiums
than does the government; (5) private
sector employee life insurance programs
provide more basic coverage than the
federal employee program, usually at no
cost to the employee; (6) while federal
employees generally receive one less
holiday than private sector employees,
this is offset by more generous federal

annual leave benefits; and (7) federal
sick leave lags behind the average pri-
vate sector illness and disability income
plan by 0.7 percent of pay.

Open Recommendations to
Congress

In considering future changes and
adjustments to elements of the fed-
eral compensation program, Congress
may wish to make such decisions
from the perspective of their effect
on overall compensation levels. If such
an approach is deamed appropriate, a
mechanism for periodically measuring
and assessing benefit program compa-
rability will be necessary to complement
the pay comparability process already
required by law,

Status: Action not yet initiated.

Central Personnel Management

Federal Civilian Personnel: Federal Labor Relations
Authority and Administrative Roles and Case Processing

GGD-86-57, 03/26/86

Background

In response to a congressional
request, GAO examined the Federal
Labor Relations Authority (FLRA)
to: (1) review the administrative
responsibilities of the Chairman and
General Counsel, FLRA; and (2) devel-

op FLRA case load and case processing
data.

Findings

FLRA has four major subunits: (1)

the Authority, composed of three mem-
bers and their staff; (2) the Office of
General Counsel (OGC); (3) the Office
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of Administrative Law Judges; and (4)
the Federal Service Impasses Panel.
GAQ found that: (1) the members of
the Authority and the General Counsel
disagree as to whether the Chairman
or the General Counsel should control
the budget and staff allocations for
OGC; (2) Congress established OGC as
a separate, independent office to prose-
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cute cases, with the Authority as the
adjudicatory arm, but failed to clar-
ify their administrative responsibilities;
and (3) the relevant statutes and their
legislative histories do not resolve the
issue of control of OGC funds. FLRA
processes four categories of cases: (1)
unfair labor practice (ULP) allegations;
(2) representation petitions; (3) excep-
tions to arbitration awards; and (4)
negotiability appeals. GAO found that:
(1) the number of ULP cases decreased
between fiscal years (FY) 1983 and
1985; (2) while the total number of OGC
dispositions of representation petitions
remained constant, significant declines
in representation case-processing time

and cases pending occurred in the
Authority; (3) the number of arbitration
case closures has more than doubled
between FY 1983 and 1985; and (4)
the number of negotiability appeals the
Authority closed increased from 141 to
198 between FY 1983 and 1985.

Open Recommendations to
Congress

Congress may wish to specify

in legislation the Chairman’s and
the General Counsel’s administrative
responsibilities. The budgetary indepen-
dence accorded to the General Counsel

Central Personnel Management

of the National Labor Relations Board
(NLRB) and the Special Counsel of the
Merit Systems Protection Board (MSPB)
could serve as useful models for res-
olution of this issue at FLRA. Both
NLRB and MSPB have interpreted the
legislative mandate for an independent
prosecutor to mean that the adjudica-
tory body cannot assert control over the
budget of the independent prosecutor.

Status: Action taken not fully
responsive.

Assessment of Federal Employees’ Group Life Insurance

Program

GGD-86-28, 04/07/86

Background

In response to a congressional request,
GAO: (1) compared the Federal
Employees’ Group Life Insurance
(FEGLI) Program to private sector pro-
grams; (2) determined whether the pro-
gram’s premiums could be reduced; (3)
identified any needed program reforms;
and (4) analyzed FEGLI participation.

Findings

Congress intended that the FEGLI
program be comparable to private
sector life insurance programs. GAO
noted that this objective has not been
achieved because: (1) private sector
plans no longer require their employ-
ees to share costs, while nonpostal fed-
eral employees pay two-thirds of the
cost of FEGLI basic insurance; and (2)
private sector employers typically pro-
vide basic life insurance coverage equal
to 1.5 to 2 times an employee’s pay,
and FEGLI provides similar coverage

only to employees age 40 and younger.
GAO found that, although FEGLI has
reduced its premiums by 44 percent
during the past 10 years, the govern-
ment could reduce employee costs by an
additional 7.5 percent by: (1) updating
the economic assumptions in the pro-
gram to be consistent with those used
in determining the civil service retire-
ment system’s costs; and (2) assuming
responsibility for the FEGLI unfund-
ed liability which it created due to
past funding insufficiencies. In contrast
with other government life insurance
programs which invest their available
funds in special nonmarketable feder-
al securities, the Office of Personnel
Management (OPM) has employed var-
ious investment strategies for FEGLI
funds. GAO found that the nonmar-
ketable federal securities: (1) would
be particularly appropriate for FEGLI
investments because of their long-term
nature; and (2) earned a higher return
during 6 of the past 10 years. GAO
noted that 90 percent of eligible fed-
eral employees, about 2.3 million, par-
ticipate in FEGLI and 955,000 elect
coverage for their families.
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Open Recommendations to
Congress

Since total federal compensation cur-
rently lags behind the private sec-
tor and FEGLI is inferior to private
sector programs, Congress should con-
sider making FEGLI comparable to
the benefits available to private sector
employees.

Status: Recommendation valid/action
not intended.

Open Recommendations to
Agencies

The Director, OPM, should seek legisla-
tive authorization to permit the invest-
ment of FEGLI funds in special non-
marketable federal securities.

Status: Recommendation valid/action
not intended. OPM did not think
that there was a compelling reason
to change the investment practices of
the life insurance fund.

GAO/OIRM-87-1 Recommendations
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Executive Direction and Management

Improved Standards Needed for Managing and Reporting
Income Generated Under Federal Assistance Programs

GGD-83-55, 07/22/83

Background

GAO reviewed federal agencies’ and
grantees’ policies and practices for man-
aging and reporting income generated
under federally assisted programs.
Findings

GAO found that a number of fed-
eral agencies have not established
regulations conforming to the Office
of Management and Budget’s (OMB)
grant-related income standards or are
not adequately implementing their
grant-related income regulations. GAO
also found that the CMB standards do
not address all grant-related income
issues and that the income reporting
requirements are not clear. As a result,
the objectives which the income stand-
ards sought to attain, such as using
the income to increase the size of fed-
erally assisted programs or to reduce
the federal government’s and grantees’
share of program costs, are not always
being attained.

Open Recommendations to
Agencies

The Director, OMB, should revise
Circulars A-102 and A-110 to expand
the definition of program income and
the financial reporting requirements to
ensure that all income generated under
federally assisted projects, including
interest and sales proceeds, is accounted
for and reported by assistance recipi-
ents.

Status: Action in process. OMB is
currently reviewing all circulars for

necessary revision. There are no com-
ments because Circular A-102 is still
being revised.

The Director, OMB, should revise
Circulars A-102 and A-110 to establish
standards for the disposition of inter-
est earned on: (1) program income;
{2) funds not pending disbursement
because of completed projects, audit
exceptions, or contract settlements; and
(3) sales proceeds.

Status: Action in process. OMB is
currently reviewing all circulars for
needed revision. There are no comments
because Circular A-102 is still being
revised.

The Director, OMB, should revise
Circulars A-102 and A-110 to establish
standards addressing the timing and
allowability of program income expen-
ditures and the classification of income
derived from products of the land such
as oil, gas, minerals, gravel, and stand-
ing timber.

Status: Action in process. OMB is
reviewing all circulars for needed revi-
sion. There are no comments because
Circular A-102 is still being revised.

The Director, OMB, should revise
Circulars A-102 and A-110 to expand
the description of the deductive option
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to note that its objective of reduced
costs to the government will not be
achieved unless total grantee expen-
ditures are limited to the budgeted

amount approved in the grant award.

Status: Action in process. OMB is
reviewing all circulars for needed revi-
sion. There are no comments because
Circular A-102 is still being revised.

The Director, OMB, should revise
Circulars A-102 and A-110 to incor-
porate in the standards a statement
that federal agencies should specify in
their regulations which program income
option is to be used by grantees when
grant agreements fail to specify an
option.

Status: Action in process. There are
no comments because Circular A-102
is still being revised.

The Director, OMB, should revise
Circulars A-102 and A-110 to clarify
in the instructions for Standard Forms
270 and 272, that all income retained
by grantees is to be subtracted on their
requests for drawdowns.

Status: Action in process. OMB is
reviewing all circulars for needed revi-
sion. There are no comments because
Circular A-102 is still being revised.

GAO/OIRM-87-1 Recommendations
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Executive Direction and Management

Accuracy, Cost, and Users of the Consolidated Federal

Funds Report

AFMD-85-1, 10/01/84

Background

In accordance with the Consolidated
Federal Funds Report Act, GAO exam-
ined the accuracy of the data in
the Consolidated Federal Funds Report

(CFFR), its cost, and its potential users.

Findings

The fiscal year (FY) 1983 CFFR pro-
vided statistical data on the geographic
distribution of federal funds to states,
counties, and cities in a two-volume
document and a computer tape. The
estimated cost for the 1983 CFFR
was about $476,000. The 1983 CFFR
reflected approximately 85 percent of
the domestic budget, with the major
exclusion being net interest on the fed-
eral debt. GAO found that the visibil-
ity of funds reported in CFFR declined
progressively at each lower geographic
level, with data at the subcounty level
being so limited that their usefulness
was questionable. The decline in data

availability was due to the fact that
the data sources on which CFFR was
based generally did not track dollars
to the location of all the actual recip-
ients. In addition, inherent difficulties
existed in converting the various geo-
graphic coding schemes used by the
data sources to the coding scheme used
by the Census Bureau. A broad spec-
trum of user groups expressed a need
for the CFFR data. Some users were
particularly concerned about the lack
of data available on pass-through funds
below the state level. Many user groups
expect CFFR to meet some of their
needs, but they will probably use it
along with other sources. However, user
knowledge is limited.

Open Recommendations to
Agencies

The Director of the Office of
Management and Budget (OMB) should

continue efforts to explore the feasibil-

ity of various alternatives to increase

the visibility of pass-through funds data
at the county level and include these

data in future reports if such alterna-

tives are cost-effective.

Status: Action in process. OMB
incorporated some pass-through fund
data in the FY 1985 report and is
exploring ways to provide additional
data in future reports.

The Director, OMB, should continue to
work with user groups to identify their
data needs and to obtain their input
on desired improvements.

Status: Action in process. OMB is cur-
rently working with users and should
continue this type of coordination to
determine ways to improve the report.

Executive Direction and Management

Unreliable Evaluations Detract From Treasury’s Progress
To Implement the Financial Integrity Act

GGD-86-10, 10/10/85

Background

GAO reviewed the Department of the
Treasury’s progress in evaluating its
internal controls and accounting sys-
tems under the Federal Managers’
Financial Integrity Act (FIA).

Findings

GAO found that Treasury is: (1) cor-
recting the two material weaknesses it
identified in its previous FIA report;
and (2) improving its accounting sys-
tems to bring them into conformance
with FIA requirements. GAO also found
that, while vulnerability assessments

Page 112

are a crucial part of the FIA process,
Treasury’s assessments are unreliable
because: (1) managers of identical func-
tions rated like variables differently; (2)
managers frequently did not consider
major operations of assessed functions;
and (3) it failed to evaluate certain
significant automatic data processing
(ADP) systems and internal controls.

GAO/QOIRM-87-1 Recommendations
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The Customs Service is developing an
alternative approach to vulnerability
assessments that may improve the reli-
ability of future assessments. In addi-
tion, GAO found that 6 of Treasury’s 26
accounting systems conformed with the
Comptroller General's requirements, 2
systems did not conform, and 18 sys-
tems conformed in all material respec-
ts with limited instances of nonconfor-
marnce,

Open Recommendations to
Agencies

The Secretary of the Treasury should
define the ADP facilities, systems, and
controls which are to be evaluated
through the Risk Management Program
and/or the FIA evaluation process.

Status: Action in process. Treasury
drafted a revision to its Information
Systems Risk Management Program
directive which requires Treasury orga-
nizations to identify the sensitivity level
of every information system and to

periodically analyze risk in its systems
and facilities. The revised directive also
requires coordination with Treasury’s
internal control process.

The Secretary of the Treasury should
continue to report all previously
identified material weaknesses in the
Department’s annual report until they
are fully corrected.

Status: Action in process. Although
ADP weaknesses identified in FY 1983
were reported in FY 1985, the personal
property weakness identified in FY
1983 was not reported in FY 1985,
although it had not been corrected.

The Secretary of the Treasury should
not report systems to be in conformance
with the Comptroller General’s require-
ments until they have been adequately
evaluated in operation.

Status: Action in process. Estimated
completion date: 03/87. In FY 1986,

Treasury will complete the last year
of its 3-year cycle for evaluating
accounting systems and is planning
additional testing. GAO will not know
until March 1987 whether Treasury has
done a sufficient evaluation to reach its
opinion on the status of its accounting
systems.

The Secretary of the Treasury should
expand system testing to include: (1)
both valid and invalid transactions;
(2) general controls over automated
systems; and (3) concurrent reviews of
internal controls.

Status: Action in process. Estimated
completion date: 03/87. Treasury rec-
ommended to its bureaus that more
thorough testing, including valid trans-
action testing, should be done on the
bureaus’ accounting system for FY
1986. GAO will not know whether these
actions were taken until March 1987,

Executive Direction and Management

Improvements Needed in GSA’s Second Year
Implementation of the Financial Integrity Act

GGD-86-11, 10/11/85

Background

GAO reviewed the General Services
Administration’s (GSA) fiscal year (FY)
1984 progress in evaluating the ade-
quacy of its internal controls and
accounting systems under the Federal
Managers’ Financial Integrity Act.

Findings

GAO found that: (1) GSA has corrected
9 of the 62 deficiencies it identified in
its internal control system, but because

some of the deficiencies are complex,
it will be years before GSA can rea-

sonably expect to correct them; (2)
only 7 of 196 GSA managers' eval-
uations identified any of the report-
ed control deficiencies; and (3) almost
all of the evaluations indicated low
or no vulnerability to internal control
problems. GAO found that, in general,
managers were not properly prepared
to do the evaluation work necessary
to identify control weaknesses because:
(1) the complex evaluation process was
implemented late in the fiscal year,
leaving little time for training, doing
the evaluations, and reviewing evalu-
ation quality; and (2) the criteria to
evaluate internal controls were found
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by many managers to be too gener-
al to assess automated systems and
identify internal control weaknesses.
GAO believed that the GSA managers’
perception that the evaluations accom-
plish little contributed to unreliable
evaluations. Finally, GAO found that,
although GSA identified instances of
material accounting system nonconfor-
mance with the Comptroller General’s
requirements, the evaluations were of
insufficient depth and scope to provide
GSA with an adequate basis for deter-
mining the extent to which the systems
did not conform to the requirements
because: (1) the evaluations included

GAO/OIRM-87-1 Recommendations
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little testing of systems in operation;
and (2) regional systems were not exam-
ined.

Open Recommendations to
Agencies

The Administrator of General
Services should direct the Associate
Administrator for Policy and

Management Systems to work with

the various GSA services and staff

offices to provide managers feedback
on the results of the evaluation proc-
ess and the benefits obtained.

Status: Action taken not fully
responsive. GSA officials believe that,
givenr the decentralized evaluation proc-

Executive Direction and Management

ess adopted in FY 1985, no further
action is warranted on this recommen-
dation. Officials believe that, by decen-
tralizing the process, they have rein-
forced the concept that the evaluations
are for the managers’ use in improv-
ing operations and, therefore, a formal
program for providing feedback from
outside sources is not needed.

Vehicle Fuel: Two Border Patrol Sectors Inadequately

Control Fuel

GGD-86-36, 12/20/85

Background

GAO reviewed: (1) the Immigration and
Naturalization Service’s (INS) imple-
mentation of the Federal Managers'
Financial Integrity Act of 1982; and (2)
control weaknesses found in gasoline
usage for government-owned vehicles
supporting border patrol functions.

Findings

GAO found that, although two of
the border patrol facilities have their
own gasoline pumps, neither facility
was following the procedures estab-
lished to control bulk fuel operations.
Regulations require that each location
that stores bulk fuel: (1) account for
fuel received and issued; (2) list the
amount of fuel dispensed to each vehi-
cle and the vehicle number; and (3)
reconcile the bulk receipts and pump
meter readings monthly. One sector
made daily dipstick readings of the fuel
in its storage tanks; however, it did
not use these readings as an inven-
tory control. The other center did not

maintain the forms necessary for recon-
ciliation. Although these INS internal
control weaknesses have been identified
in previous reviews, they persist. GAO
believes that, even if the established
procedures were followed, they would
not ensure that all the fuel was prop-
erly used and accounted for unless the
fuel were reconciled daily.

Open Recommendations to
Agencies

The Commissioner, INS, should require
the Western Regional Commissioner to
direct the San Diego and El Centro
border patrol sectors to comply with
established procedures for recording and
reconciling fuel received and dispensed,
including the use of storage tank dip-
stick readings to properly account for
all fuel used.

Status: Action not yet initiated. INS
has promised information on this recom-
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mendation, but nothing has been pro-
vided despite repeated follow-up efforts.

The Commissioner, INS, should deter-
mine whether similar internal control
weaknesses exist at other border patrol
facilities, so that corrective action can
be taken, if warranted.

Status: Action not yet initiated. INS
has promised information on this recom-
mendation, but nothing has been pro-

vided despite repeated follow-up efforts.

The Commissioner, INS, should deter-
mine whether established procedures
should be revised to require daily,
instead of monthly, reconciliation of
fuel received and dispensed at sectors
with their own fuel pumps.

Status: Action not yet initiated. INS
has promised information on this recom-
mendation, but nothing has been pro-

vided despite repeated follow-up efforts.

GAO/OIRM-87-1 Recommendations
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Improved Management Processes Would Enhance Justice’s

Operations

GGD-86-12, 03/14/86

Background

GAQ reviewed the Department of
Justice’s management structure and
management support systems to assess
how departmentwide management sup-
port functions assist the Attorney
General in directing and overseeing
Justice’s operations

Findings

GAO found that Justice needs: (1)
an institutional process for developing
long-range departmental goals to guide
its program planning and budgeting
decisions; (2) an established means for
overseeing program planning to ensure
that the Attorney General’s priorities
are adequately addressed; (3) to clarify
responsibilities for overseeing debt col-
lection activities; and (4) a department-
wide program to ensure that automat-
ic data processing (ADP) and telecom-
munications techniques are planned,
acquired, and used effectively and eco-
nomically, GAO also found that: (1) a
stronger information resources manage-
ment (IRM) system could have helped
Justice’s development of a litigative
case management system to provide
basic program data; (2) the financial
management systems do not proper-
ly account for and control resources
or permit adequate monitoring of pro-
gram performance; and (3) Justice could
use different processes for assessing the
efficiency and effectiveness of its oper-
ations, specifically, audit and evalua-
tion, position management reviews, and
productivity management.

Open Recommendations to
Agencies

The Attorney General should create
a policy-level capability for: (1) coor-
dinating the development of strategic
long-range goals to provide direction
to Justice; (2) overseeing component
program planning and budgeting to
ensure compliance with the goals; and
{3) monitoring program implementation
to ensure that policy goals are achieved
within the parameters of approved pro-
gram and financial plans.

Status: Action in process. Justice cre-
ated the Department Resources Board
(DRB) to serve as the Attorney
General’s strategic management team,
Staff support is provided by the Justice
Management Division (JMD). The DRB
mandate encompasses this recommen-
dation. GAO is currently looking at
whether the management team and
program actually fulfill their objectives.

The Attorney General should improve
the budget formulation process by
providing more timely and detailed
Attorney General Policy Program guid-
ance to components and assigning
Justice’s budget staff the explicit
responsgibility of ensuring that the com-
ponents’ budgets are integrated and
mutually supporting.

Status: Action in process. Justice
provided formal guidance to the com-
ponents. Component heads participated
with the Attorney General in develop-
ing strategic program priorities which
were communicated in the budget guid-
ance. The Comptroller, JMD, led an
integrated assessment of component
budgets. GAO is currently looking at
whether the management team and
program actually fulfill their objectives.
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The Attorney General should develop
a plan for managing Justice’s infor-
mation resources. To ensure success-
ful plan development and implementa-
tion, the senior official responsible for
IRM should be experienced in the plan-
ning and program coordination of IRM
and clearly possess the authority to
direct component actions on ADP and
telecommunications activities in order
to ensure that component plans, bud-
gets, and activities conform with goals
established by DRB and the depart-
mental plan,

Status: Action in process. Justice is
taking many steps which are responsive
to the recommendations. The most
notable is development of a depart-
mentwide ADP plan.

The Attorney General should pro-
vide priority and sustained atten-
tion to implementing the department-
al financial management plan and
developing a departmentwide integrat-
ed financial management system that
will provide the cost information need-
ed to: (1) control funds expended on
programs; and (2} support Justice’s pol-
icy and program monitoring planning
gystem.

Status: Action in process.
Departmental implementation of the
plan was hampered by budget cuts.

The Attorney General should emphasize
the use of program effectiveness reviews
to provide policy officials with indepen-
dent assessments of the effectiveness
and efficiency of program implemen-
tation on which to base decisions to
continue or alter policy decisions.

GAQ/OIRM-87-1 Recommendations
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Status: Action in process. A depart-
mentwide evaluation managers’ forum
was created to improve coordination
among various evaluation units.

The Attorney General should ensure
the effective implementation of

the Management and Productivity
Improvement Program. This effort will
require that: (1) the components devel-
op specific productivity performance
component goals, as well as the mea-
sures needed to assess performance;
(2) the program becomes an integral
part of the overall Justice planning
and budgeting process; and (3) Justice’s
focal point for the program effectively
oversees the components’ productivity
improvement, disseminates information
on good practices and efforts, and
ensures that effective accountability
mechanisms and incentives are in place
for identifying productivity opportuni-
ties.

Status: Action in process. The Office
of Policy and Planning was created
to lead departmentwide productivity
efforts, A comprehensive productivity
and management plan was developed.

The Attorney General should ensure

greater utilization of position manage-
ment reviews by the components so

that opportunities to achieve staffing
efficiencies are identified.

Status: Action in process. A depart-
mentwide position management pro-
gram was established by an Attorney
General Memorandum on April 21,
1986. GAOQ is currently evaluating
whether the program fulfills its objec-
tives.

The Attorney General should use
the senior executive performance plan-
ning and appraisal process to fix
accountability for accomplishing orga-
nizational goals.

Status: Action in process. JMD is
evaluating senior executive plans; how-

ever, the evaluation is not yet complete.

The Attorney General should establish
milestones for completing specific tasks
needed for implementing the financial
management plan and ensure that the
milestones are strictly adhered to.

Status: Action in process. Action was
hampered by limited budget resources.

The Attorney General should ensure
that a primary objective of each system
enhancement effort conforms to the sys-
tem, when implemented, and with the
Comptroller General’s accounting prin-
ciples, standards, and related require-
ments.

Status: Action in process. GAO
reviewed Justice’s plan favorably.
Actual plan implementation is being
affected negatively by limited budget
resources.

The Attorney General should ensure
that an effective system is devel-
oped to assist the Immigration and
Naturalization Service’s (INS) Office of
the General Counsel (OGC) in its debt
collection efforts.

Status: Action not yet initiated, INS
plans to develop an OGC debt collection
system, subject to the availability of
funds.

The Attorney General should ensure

that appropriate internal controls and
procedures are implemented so that

the Working Capital Fund recovers all
costs incurred and thereby precludes

the need to write off future accounts
receivable.

Status: Action in process.
Reimbursable agreements now include
the information necessary to execute
billings, and reimbursable agreements
are mandatory with all customer orga-
nizations.

The Attorney General should ensure
that the Land and Natural Resources
Division establishes a means to ensure
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that all future billings against the
Superfund are based on actual costs
incurred.

Status: Action in process. Procedures
have been revised to ensure that costs
are charged in accordance with gov-
ernment accounting standards. Two
other projects are underway to fur-
ther improve the accuracy of Superfund
billings.

The Attorney General should ensure
that affirmative litigation collections
are recorded in Justice’s general ledger.

Status: Action in process. A consoli-
dated reporting system is being devel-
oped for legal process debts. The report-
ing requirements will support future
general ledger processing.

The Attorney General should ensure
that an effective departmentwide sys-
tem is developed to account for total
seizures and forfeitures.

Status: Action in process. A commit-
tee was established to develop depart-
mentwide information and accounting
requirements. A departmental order
on seized and forfeited assets has
been drafted and an intensive review
of seized cash practices of the Drug
Enforcement Agency and the Federal
Bureau of Investigation is underway.

The Attorney General should rescind
the exclusion of proposed Federal
Bureau of Investigation contracts from
departmental review.

Status: Action in process. An inter-
nal procurement management review of
all procurement offices within Justice
is underway with the objective of
obtaining an indepth understanding of
Justice’s current procurement process
and gathering sufficient data necessary
to support the need for procurement
reforms departmentwide.

GAQ/OIRM-87-1 Recommendations
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The Attorney General should clearly
establish the responsibility for operat-
ing the processes and systems necessary
to support the implementation of an

integrated management system.

Status: Action not yet initiated. GAO
options for enhancing central manage-
ment capabilities have generated sub-

atantial internal comment. A thorough
review of the options has not been
completed, because Justice is still in
the early phase of operation with DRB.

Executive Direction and Management

Opportunities To Improve Federal Discretionary Award

Practices

HRD-86-108, 09/15/86

Background

In response to a congressional request,
GAO reviewed federal management
of discretionary assistance programs,
specifically the policies and practices
agency officials use to decide which
eligible applicants receive awards and
how much they receive.

Findings

GAO found that: (1) most feder-

al discretionary grant programs have
competitive processes to solicit and
review applications; (2) nearly two-
thirds attempt to solicit applications
from all eligible applicants; and (3)
over three-fourths use persons from
outside the program office to pro-
vide an independent perspective in the
review of applications. GAO believes
that the discretionary grant process
could be strengthened in many pro-
grams to enhance competition and pro-
mote accountability for award deci-
sions through: (1) more rigorous review
of unsolicited applications; (2) inter-
nal review of decisions restricting the
scope of applicant solicitation; (3) the
use of independent reviews; and (4)
managerial accountability for deviation
from reviewers' recommendations in the
award decision process.

Open Recommendations to
Agencies

The Director, Office of Management and
Budget (OMB), through the President’s
Council on Management Improvement
(PCMI), should work with federal agen-
cies to require written justification
reviewable by high-level agency officials
for grant award practices that restrict
widespread solicitation of all eligible
applicants and that do not use at least
some independent officials outside the
program office to review applications.

Status: Action not yet initiated. The
report was released by the requester to
OMB in early October 1986. OMB has
not had time to convene with PCMI
to discuss the report.

The Director, OMB, through PCMI,
should work with federal agencies to
require program managers to provide
written justification for award decisions
that deviate from reviewers’ recommen-
dations.

Status: Action not yet initiated. The
report was released by the requester to
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OMEB in early October 1986. OMB has
not had time to convene with PCMI
to discuss the report.

The Director, OMB, through PCMI,
should work with federal agencies to
require approval, at a level higher than
the program managers, for funding
unsolicited applications.

Status: Action not yet initiated. The
report was released by the requester to
OMB in early October 1986. OMB has
not had time to convene with PCMI
to discuss the report.

The Director, OMB, through PCMI,
should recognize the discretionary grant
award process as a potentially vulner-
able area for review under the Federal
Managers’ Financial Integrity Act.

Status: Action not yet initiated. The
report was released by the requester to
OMB in early October 1986. OMB has
not had time to convene with PCMI
to discuss the report.

GAO/OIRM-87-1 Recommendations
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General Property and Records Management

Coast Guard Personnel Records Storage Areas Need Fire

Protection Systems

GGD-81-72, 04/22/81

Background

The U.S. Coast Guard maintains over
6,000 officer and over 30,000 enlist-
ed personnel records in two rooms at
the Transpoint Building in Washington,
D.C. GAO reviewed the official per-
sonnel records of the Coast Guard to
determine how efficiently the records
were being maintained.

Findings
GAO believes that the Coast Guard

should acquire fire protection sys-
tems to protect its records. Although

the government leases the Transpoint
Building, government-occupied space is
subject to the building fire safety stand-
ards established by the Public Buildings
Service (PBS). According to PBS crite-
ria, only one of the two rooms used to
store the records requires an automatic
sprinkler protection system. However,
GAO believes that the importance of
the records and the expense of replac-
ing them warrants installation of the
system in both rooms. The Coast Guard
stated that it intends to install a fire
protection system during the upcoming
renovation of the building.

Open Recommendations to
Agencies

The Coast Guard should take action
now to protect the records because the
renovation has already been delayed
once and could be delayed further.

Status: Action taken not fully
responsive. The Coast Guard agreed
that fire protection measures are need-
ed, but the work is still being included
in a bigger renovation project. It has
no estimate of when the work will be
done.

General Property and Records Management

Privacy Act: Federal Agencies’ Implementation Can Be

Improved

GGD-86-107, 08/22/86

Background

In response to a congressional request,
GAO examined federal agencies’ imple-
mentation of the Privacy Act of 1974,
which protects personal privacy. GAO
specifically examined: (1) the roles of
agency Privacy Act officers; and (2)
agencies adherence to the act’s provi-
sions and Office of Management and
Budget (OMB) guidelines.

Findings

GAO found that: (1) approaches to
implementing the act’s regulations
varied widely among the agencies;
(2) agencies often failed to estab-
lish clear lines of responsibility and

accountability for the act’s functions; (3)
agency Privacy Act officers had limited
responsibilities, training, and resources
to ensure compliance with the act; and
(4) agencies need to improve adherence
to OMB guidelines relating to activ-
ities such as computer matching pro-
grams, risk assessments, evaluations,
and training.

Open Recommendations to
Agencies

The Director, OMB, should actively
oversee agencies’ implementation of the
Privacy Act by following up periodi-
cally to ensure agencies’ adherence to
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OMB Circular A-130 and other OMB
guidance.

Status: Action not yet initiated. OMB
has not responded to 31 U.S.C. 720.

The Director, OMB, should direct agen-
cies to: (1) review and update, or
prepare, directives that clearly del-
egate responsibilities and establish
accountability for all Privacy Act
functions; (2) specifically assign to
the Privacy Act officers coordinat-
ing responsibilities for all Privacy
Act activities and ensure that the
officers have the resources to fulfill
these responsibilities; (3) systematical-
ly assess and provide for Privacy Act
training to ensure that personnel are

GAO/OIRM-87-1 Recommendations
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aware of the act’s requirements and
OMB guidance pertaining to such func-
tions as conducting detailed risk assess-
ments, automating systems of records,
and conducting computer matching pro-
grams; and (4) assign responsibility for
evaluating Privacy Act operations and
monitoring implementation of any rec-
ommended improvements.

Status: Action in process. OMB has
not responded to 31 U.S.C. 720, but is
working on changes in its guidance.

The Director, OMB, should review and
clarify its: (1) OMB Circular A-130

guidance on automating records sys-
tems by providing more specific crite-
ria on when agencies are to prepare
a new system report and notice, to
ensure greater consistency within and
among agencies in recognizing the need
to provide advance public notice and
reports to OMB and Congress; (2) com-
puter matching guidelines by stating
that agencies are to annually report
to OMB all participation in matching
programs initiated in prior years but
conducted on a recurring basis, to con-
tribute to more complete data in the
OMB annual report to Congress; (3)
computer matching guidelines by pro-

viding for public notice of computer
matching programs conducted by orga-
nizations not covered by the act when
Privacy Act systems of records are dis-
closed by federal agencies; and (4) com-
puter matching guidelines by instruct-
ing agencies to notify OMB when they
believe they are exempt from OMB
guidelines.

Status: Action in process. OMB has
not responded to 31 U.S.C. 720, but is
working on changes in its guidance.

Legislative Functions

No Strong Indication That Restrictions on Executive
Branch Lobbying Should Be Expanded

GGD-84-46, 03/20/84

Background

Pursuant to a congressional request,
GAO surveyed executive branch agen-
cies and congressional staffs to deter-
mine: (1) what types of agency lobbying
activities are considered permissible by
congressional staffs and agency legisla-
tive liaison personnel, and what types
are impermissible; and (2) whether
more extensive controls over agency
lobbying activities are warranted.

Findings

GAO found that laws which restrict the
use of appropriated funds for lobbying
purposes are ambiguous. The applica-
ble criminal statute historically has
not been interpreted as preventing fed-
eral officials from directly attempting
to influence legislative actions. GAO
found that most of those surveyed
believed that applicable statutes and
written agency guidelines are unclear
and unenforceable, except in extreme

cases. In addition, GAO found diverg-
ing opinions on the ethics of vari-
ous hypothetical agency lobbying prac-
tices. Many congressional staff person-
nel believed that more direct dialogue
between the legislative and executive
branches should be encouraged as a
counterweight to pressure from private
sector lobbies. GAO found little sup-
port for stricter controls on executive
agency lobbying activities. Many of
those interviewed cited other, equally
effective deterrents to unethical lobby-
ing activities, such as the threats of
media exposure, political backlash, and
potential embarrassment. Very few of
those interviewed believed that execu-
tive branch lobbying constitutes a seri-
ous threat to the integrity of the leg-
islative process.

Open Recommendations to
Congress

While GAO is not recommending new
statutory restraints on executive branch
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lobbying, Congress should enact one of
the currently temporary appropriation
restrictions on indirect lobbying into
permanent law as section 1352, title 31,
United States Code. GAO proposes the
following provision: “Except as other-
wise provided by law, an appropriation
may not be used other than for activ-
ities that involve direct communica-
tions between executive and legislative
branch officials: (1) for publicity and
propaganda purposes, for the prepara-
tion, distribution, or use of any kit,
pamphlet, booklet, publication, radio,
television, or film presentation designed
to support or defeat legislation pending
before the Congress; and (2) to pay
the salary or expenses of any grant
or contract recipient or agent acting
for such recipient to engage in any
activity designed to influence legisla-
tion or appropriations pending before
the Congress.”

Status: Action not yet initiated.

GAO/OIRM-87-1 Recommendations



General Government

Other General Government

A $4 Billion Census in 1990? Timely Decisions on
Alternatives to 1980 Procedures Can Save Millions

GGD-82-13, 02/22/82

Background

To aid Congress and the Census Bureau
in planning for the next census, GAO
reviewed portions of the 1980 census
program concerning mailing list devel-
opment, follow-up on nonrespondent,
and activities to reduce the number of
persons missed.

Findings

Census results are extremely important
to the nation because they determine
the apportionment of representation
and affect the distribution of billions
of federal dollars annually. By chang-
ing current census procedures, millions
could be saved in conducting the 1990
census, Attempting to get a complete
count is a costly and complex process.
GAO believes that the value of individ-
ual procedures in reducing the under-
count should be reviewed and efforts
made to control their costs while main-
taining reasonable accuracy. Compiling
a national mailing list prior to cen-
sus day is critical to ensure as com-
plete a count as possible. However, the
cost of compiling mailing lists can be
reduced by obtaining addresses directly
from the U.S. Poatal Service (USPS).
Increasing the time between mailout
and start of follow-up operations could
alleviate wasteful follow-up practices.
Programs aimed at reducing the under-
count, namely the vacancy check pro-
gram and the records check program,
were the least cost-effective operations
conducted during a census.

Open Recommendations to
Agencies

The Secretary of Commerce should test
the feasibility of using mail reminder
cards and follow-up mailings. If one
or both of the techniques prove to be
adequate to meet Commerce’s needs,
they should be used as alternatives
to reduce the need for personal vigit
interviews for the 1990 census.

Status: Action in process. Estimated
completion date: 09/88. The Census
Bureau tested the use of reminder cards
in its 1985 and 1986 pretests. It decided
to use reminder cards in mail census
areas.

The Secretary of Commerce should
extend the time between census day
and the start of follow-up operations to
allow field staffs enough time to sort out
duplicate and inappropriately mailed
questionnaires and to allow them time
to check in late mail returns.

Status: Action in process. Estimated
completion date: 01/88. In its 1986
pretest, the Census Bureau experiment-
ed with extending the time between
census day and the start of follow-up
operations. Definitive results are not
yet available.

The Secretary of Commerce should eval-
uate the feasibility of increased use of
imputation, where legally permissible,
as a method for developing census infor-
mation on difficult-to-enumerate house-
holds.

Status: Action in process. Estimated

completion date: 06/88. An important
case in Indiana, in which the Census
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Bureau’s 1980 statistical methods were
challenged, was decided in favor of
the Bureau. The Bureau is considering
some imputation procedures, but it has
not been a priority in its planning for
the 1990 census.

The Secretary of Commerce should eval-
uate the cost and effectiveness of 1980
census coverage improvement programs
to determine if they should be used
in the 1990 census. When practical,
the evaluation should: (1) identify the
cost and result of each 1980 coverage
improvement program for various geo-
graphical areas and target groups; (2)
test the sensitivity of program costs
and results to changes in the assump-
tions upon which the programs are
based, such as increasing and decreas-
ing the levels of program activity on
target groups and in geographic areas;
and (3) express 1990 estimates of cost
and results for coverage improvement
programs in ranges of values by tar-
get groups and geographic areas rather
than just a single national value.

Status: Action in process. Estimated
completion date: 06/88. Evaluations of
coverage improvements are ongoing.

The Secretary of Commerce should eval-
uate coverage improvement programs
used in future censuses by compiling
aggregate cost and results data on the
operations. The data to be gathered
should track the results of coverage
improvement programs at the state and
sub-state levels, also by target groups.

Status: Action in process. Action

cannot be initiated until after the next
census is taken in 1990.
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Bank Merger Process Should Be Modernized and Simplified

GGD-82-53, 08/16/82

Background

Because of recent increases in the num-
ber of bank mergers and the potential

for further increases, GAO reviewed the
federal laws and regulatory supervision
for approving bank mergers.

Findings

Broadly spesking, in acting on merger
applications, federal and state agen-
cies consider the following factors: (1)
the financial condition of the applicant
banks; (2) the character and experi-
ence of the management of the surviv-
ing bank; (3) whether the convenience
and needs of the community will be
served; and (4) the effects of the merger
on competition. Although federal bank
regulators’ assessments of the competi-
tive effects of proposed mergers receive
the most consideration and involve the
most controversy, the agencies’ evalu-
ations are not uniform, and specific
criteria have not been developed for
making the evaluations. The ways by
which the regulators defined the rele-
vant market to be used in evaluating
competitive effects of proposed merg-
ers differed and lacked uniform criteria
in applying the line of commerce and
potential competition concepts. This has
resulted in conflicting decisions by fed-
eral regulators and encourages agency
shopping whereby parties to a merger
seek out the federal bank regulator
possessing the most lenient standards
for assessing mergers. GAO also found
that, despite its frequent use, the phan-
tom bank merger process is expensive,
time consuming, and burdensome to
banks, bank holding companies (BHC),
and federal regulators. This complicated
process i8 used because banking laws
do not provide for shell corporations

which serve similar purposes for non-
bank corporations. Finally, GAO con-
cluded that changes are needed in both
agency practices and merger law to
reduce the processing time for merger
applications.

Open Recommendations to
Congress

Congress should amend the Bank
Merger Act to provide that the bank-
ing agencies, to the extent practicable
and within available data limitations,
consider competing nonbank financial
institutions in evaluating the compet-
itive effects of a bank merger.

Status: Action not yet initiated.

Congress should amend the Bank
Holding Company Act to permit BHC
to acquire, by an exchange of stock,
total control of an operating national
bank subject to approval of the Federal
Reserve and upon the affirmative vote
of the shareholders owning at least
two-thirds of that bank’s outstanding
capital voting stock. The amendment
should provide that: (1) the appropriate
BHC application be accompanied by a
plan of acquisition; (2) the shareholders
of the target bank voting against the
acquigition could receive stock in the
holding company; (3) the exchange of
stock qualify as a tax-free exchange;
(4) the acquired bank continue as a
Federal Deposit Insurance Act insured
bank; (5) the plan of acquisition be in
compliance with all applicable feder-
al securities laws; and (6) for similar
acquisitions of state-chartered banks,
the BHC application be accompanied
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by a plan of acquisition rather than a
merger application.

Status: Action in process.

Congress should amend the Bank
Merger Act to exempt phantom merg-
ers and corporate reorganizations from
competitive effects assessments. This
would remove the requirement that the
responsible agency obtain reports on a
proposed merger’s competitive aspects
from the Attorney General and the
other two bank regulatory agencies.
These types of mergers should also be
exempted from the 30-day period for
Attorney General review prior to con-
summation.

Status: Action not yet initiated.

Congress should delete the publication
and comment requirement for phantom
mergers and corporate reorganizations
and reduce the publication period for

regular mergers to a period more con-
gistent with that of other types of cor-
porate change applications.

Status: Action not yet initiated.

Open Recommendations to
Agencies

The three federal bank regulatory agen-
cies should, with the advice of the
Department of Justice, work together
to formulate a useful and consistent
method of analysis for considering what
effect a proposed merger would have
on future competition in the market
area of the bank being acquired.

Status: Action in process. The merger
question is related to larger legislative
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issues on industry competition now
being debated.

Target: Federal Reserve System
Status: Action in process. The com-
petitive question may change during
the current debate on the structure of
the financial industry.

Target: Department of Justice

The three federal bank regulatory agen-
cies should jointly establish a more con-

sistent method of analysis for defining
the relevant market when evaluating
the competitive aspects of a proposed
merger.

Status: Action not yet initiated.
Although the Federal Reserve System
agreed with this recommendation, no
action has been initiated, and it is
unknown when any action will com-
mence.

Target: Federal Reserve System

The federal regulators should take steps
to ensure that competitive factor reports
are furnished to the requesting agency
within the required 30 days and that
the requesting agency properly consid-
ers the comments received and recon-
ciles major conflicting conclusions.

Status: Action in process. The Federal
Reserve is formulating its position.

Target: Federal Reserve System

Other General Government

Federal and State Initiatives Needed To Improve
Productivity and Reduce Administrative Costs of the Aid
to Families With Dependent Children and Food Stamp

Programs
AFMD-84-18, 02/02/84

Background

Administrative costs in the Aid to
Families with Dependent Children
(AFDC) and Food Stamp programs have
increased at a more rapid pace than
benefit payments to recipients. GAO
reviewed the processing of AFDC and
Food Stamp applications at 15 welfare
offices in 8 states. This review was
based on a comparison of the produc-
tivity of these offices. GAO also exam-
ined the impact that inconsistent fed-
eral criteria for determining an appli-
cant’s income and assets and differ-
ent federal time periods for processing
AFDC and Food Stamp cases have on
productivity.

Findings

From its review, GAQ found that
productivity rates of workers directly
involved in processing AFDC and
Food Stamp applications varied widely
among the 15 welfare offices. This
variance resulted primarily from proc-
essing practices, which included case-

processing methods, use of computers,
management expectation of employee

performance, and efforts to verify appli-
cants’ data. Although the Department
of Health and Human Services (HHS)
considered demographic factors to be a
key cause of productivity variances in
the AFDC program, GAQ determined
that they did not have a significant
impact on the 15 offices. In addition,
GAO found that: (1) federal require-
ments for determining an applicant’s
income and assets hinder state and
local case-processing productivity; and
(2) federal agencies need to emphasize
productivity in much the same way as
they have emphasized reducing pay-
ment errors.

Open Recommendations to
Agencies

The Secretaries of Agriculture and
Health and Human Services should
establish a nationwide productivity
measurement and reporting system for
AFDC and Food Stamp programs.

Status: Action in process. The
Department of Agriculture (USDA) does
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not view this as a feasible solution.
The Food and Nutrition Service (FNS)
asgigned a staff member to a joint
HHS/USDA task force, which is review-
ing the potential for establishing pro-
ductivity measurement. HHS estab-
lished a joint task force to study ways of
reducing administrative costs of AFDC
and Food Stamp programs.

Target: Department of Agriculture

Status: Action in process. USDA
does not view this as a feasible solu-
tion. FNS assigned a staff member to
a joint HHS/USDA task force, which is
reviewing the potential for establishing
productivity measurement. HHS estab-
lished a task force to study options
available in reducing administrative
costs. The study includes AFDC, Food
Stamp, and Medicaid programs. The
study is not complete.

Target: Department of Health and
Human Services
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Federal Financial Institutions Examination Council Has
Made Limited Progress Toward Accomplishing Its Mission

GGD-84-4, 02/03/84

Background

GAO assessed the progress of

the Federal Financial Institutions
Examination Council in accomplishing
its congressional mandates. The Council
was established to: (1) prescribe uni-
form federal examination principles,
standards, and report forms for exam-
inations of financial institutions; (2)
recommend uniformity in other super-
visory matters; (3) develop uniform
financial institution reporting systems;
and (4) develop a comprehensive exam-
iner education program. The Council
is composed of the Comptroller of
the Currency, the Chairman of the
Board of the Federal Deposit Insurance
Corporation, a member of the Board
of Governors of the Federal Reserve
System, the Chairman of the Federal
Home Loan Bank Board, and the
Chairman of the Board of the National
Credit Union Administration.

Findings

GAO found that the Council has made
little progress in establishing exami-
nation uniformity. A study to identify
major examination differences among
the participating agencies was termi-
nated without accomplishing its objec-
tives. GAO believes that actions taken
by the Council did not eliminate major
differences that the study did iden-
tify and that many actions taken
were unrelated to the affected agen-
cies’ basic safety and soundness exam-
inations. GAO found that the most
significant action taken toward uni-
formity in other supervisory matters
was the establishment of a uniform pol-
icy for assessment of civil money penal-
ties. The Council approved 13 actions in
the area of financial institution report-
ing systems, including a uniform bank
report of condition and income. The
Council has not provided basic training
for examination efforts because it has

not established uniform principles and
standards for examinations. Training
efforts have been directed towards the
development of peripheral courses. GAO
believes that the need for uniformi-
ty in federal examinations of financial
institutions has not lessened since the
Council’s inception and discussed the
need to reevaluate the current regula-
tory structure.

Open Recommendations to
Congress

There are a number of proposals being
considered to reorganize the federal
structure for regulating financial insti-
tutions. In making its judgments on
these proposals, Congress should con-
sider that a coordinating mechanism
such as the Council has not been effec-
tive in dealing with major policy dif-
ferences in the examination process.

Status: Action not yet initiated.

Other General Government

Statutory Requirements for Examining International
Banking Institutions Need Attention

GGD-84-39, 07/11/84

Background

GAO reviewed the Federal Reserve’s
supervision of Edge Act banking
institutions and the Office of the
Comptroller of the Currency’s (OCC)
supervision of federally licensed branch-
es and agencies of foreign banks.

Findings

GAO found that the statutory require-
ments to examine annually Edge

Act corporations and federally licensed
branches and agencies of foreign banks
are less flexible than the frequency
standards set by the Federal Reserve
and OCC for other institutions and limit
the optimal use of scarce resources. In
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addition, GAO found that the Federal
Reserve does not comply with its legal
requirement to bill Edge Act corpora-
tions for examination costs.

Open Recommendations to
Congress

Congress should repeal the legal
requirements to conduct annual exam-
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inations of Edge Act corporations and
federally licensed branches and agen-
cies of foreign banks, thereby allow-
ing the Federal Reserve and OCC to
schedule these examinations on the
basis of the soundness of the institu-
tion. Specifically, with regard to Edge
Act corporations, Congress should fur-
ther amend Section 25(a), paragraph
19, of the Federal Reserve Act, as
amended (12 U.S.C. 625), to eliminate
the annual examination requirement
and require examinations at such times
as may be deemed necessary by the
Federal Reserve System. With regard to
federally licensed branches and agen-
cies of foreign banks, Congress should
amend Section 4(b} of the International

Other General Government

Banking Act of 1978 (12 U.S.C. 3102)
to eliminate the annual examination
requirement and thereby allow OCC
more flexibility in scheduling exami-
nations.

Status: Action not yet initiated.

Open Recommendations to
Agencies

The Chairman of the Board of
Governors of the Federal Reserve
System should comply with the statu-
tory requirements to bill Edge Act cor-

porations for examination costs, includ-
ing the compensation of examiners, as
provided in section 25(a) of the Federal
Reserve Act.

Status: Action in process. The Federal
Reserve disagreed with this recommen-
dation and believes that the law provid-
ed it with the discretion to assess exam-
ination costs, but the Board is review-
ing its current practice not to assess
Edge corporations’ examination costs.
Federal Reserve officials have estab-
lished a committee with the Reserve
Banks to discuss fee-setting for Edge
corporations.

Bank Secrecy Act: Financial Institution Regulators’
Compliance Examinations

GGD-86-94, 08/01/86

Background

In response to a congressional request,
GAO evaluated regulatory agencies’
efforts to ensure that financial institu-
tions comply with the Bank Secrecy
Act.

Findings

GAO found that regulatory agen-
cies placed a low priority on the
act’s requirement for examinations of
financial institutions, which diminished
their ability to ensure compliance with
the act. GAO believes that these agen-
cies could improve their ability to
ensure compliance by: (1) better tar-
geting of institutions to be exam-
ined; (2) improving model examination
procedures for depository institutions;
(3) consistently applying the model
depository institution examination pro-
cedures; (4) improving Securities and
Exchange Commission (SEC) exami-
nation procedures; and (5} prepar-
ing sufficient documentation to sup-
port examination performance. GAO

also found that the Internal Revenue
Service (IRS), which had good exami-
nation procedures and documentation,
had difficulty identifying institutions
for its examinations.

Open Recommendations to
Agencies

The Secretary of the Treasury should
initiate a program to compile and ana-
lyze targeting information, including
cash flow data on an exception basis
from the Federal Reserve System (FRS),
and share the results with the regu-
latory agencies.

Status: Action in process. Treasury
circulated the suggested guidelines to
other compliance agencies.

The Secretary of the Treasury should
develop, with the regulatory agencies,
an improved set of examination proce-
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dures, including tailored examinations
for broker-dealers and credit unions,
verification that reports are being filed,
and review of cash transactions at all
currency-handling facilities examined.

Status: Action in process. The exam-
ination guidelines are in draft form.

The Chairman of the Board of
Governors, FRS, the Chairman, Federal
Deposit Insurance Corporation (FDIC),
the Comptroller of the Currency, the
Chairman, Federal Home Loan Bank
Board (FHLBB), the Chairman of
the Board, National Credit Union
Administration (NCUA), the Chairman,
SEC, and the Commissioner of Internal
Revenue should institute policies to
comprehensively examine constituent
institutions on a random basis.

Status: Action taken not fully
responsive. The agencies adopted new
examination procedures, and FRS mem-
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bership is small enough to conduct more
comprehensive examinations.

Target: Federal Reserve System

Qintrgs

¢ Aadlios i oo TNTN
oranis:

Action in process. FDIC
adopted new examination procedures
and will consider the use of random

sampling.

Target: Federal Deposit Insurance
Corporation

Status: Action in process. The Office
of the Comptroller of the Currency
{OCC) agreed with this recommenda-
tion.

Target: Department of the Treasury:
Office of the Comptroller of the

Currency

Status: Action in process. FHLBB
agreed with this recommendation.

Target: Federal Home Loan Bank
Board

Status: Action in process. NCUA is
rewriting its policies and procedures.

Target: National Credit Union
Administration

The Chairman of the Board of
Governors, FRS, the Chairman, FDIC,
the Comptroller of the Currency, the
Chairman, FHLBB, the Chairman of
the Board, NCUA, the Chairman,
SEC, and the Commissioner of Internal
Revenue should direct field examiners
to fully document the examinations per-
formed, using GAO audit standards as
a guide.

Status: Action in process. FDIC will
direct examiners to prepare and retain
better work papers.

Target: Federal Deposit Insurance
Corporation

Status: Action in process. FHLBB
will send instructions to examiners.

Target: Federal Home Loan Bank
Board

Status: Action in process. NCUA is
rewriting its examination procedures.

Target: National Credit Union
Administration

Status: Action in process. IRS will
strengthen training for examiners,

Target: Internal Revenue Service

Other General Government

SEC Enforcement Program: Information on Productivity
Statements and Cases Closed Without Action

GGD-86-106BR, 08/26/86

Background

In response to a congressional
request, GAO examined the Securities
and Exchange Commission’s (SEC)
Enforcement Program to determine
whether the securities market’s con-
tinued growth and the decline of SEC
staff have reduced assurance of market
integrity.

Findings

GAO found that, to demonstrate its con-
tinued ability to manage growing secu-
rities markets with fewer staff, SEC
maintained that it increased the pro-
ductivity of its enforcement program;
however, the numbers it used were
not statistically valid since they did
not conform to the Bureau of Labor

Statistics’ (BLS) productivity measure-
ment criteria of homogeneity, which
require that an output measure con-
sist of units that are relatively the
same with respect to labor require-
ments. Because of variations in sub-
jects, investigative techniques, and the
amount of time and resources spent on
each enforcement action, GAO believes
that the productivity figures are limited
in their ability to show that SEC main-
tained an effective enforcement activity
level.

Open Recommendations to
Agencies

If the Chairman, SEC, wants to use
productivity measurement to determine
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the sufficiency of the enforcement pro-
gram resources, he should, in consulta-
tion with BLS, develop a measurement
approach that would conform with the
homogeneity criteria. In deciding if it
should adopt a new measurement sys-
tem, SEC should consider the cost in
relation to the new system’s ability
to provide accurate data for use in
analyzing and appraising the need for
additional resources during the budget
process.

Status: Recommendation valid/action
not intended. SEC does not believe bet-
ter productivity measurement is need-
ed. A 31 US.C. 720 response is being
prepared.
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Improved Safety Program Needed at Los Angeles Bulk

Mail Center

GGD-86-144BR, 09/10/86

Background

In response to a congressional request,
GAO reviewed issues concerning work-
ing conditions at the U.S. Postal
Service’s (USPS) Los Angeles Bulk Mail
Center (LABMC), including: (1) the
division of responsibility between man-
agement and employees for ensuring
safe working conditions; (2) the effec-
tiveness of LABMC procedures for deal-
ing with injuries; and (3) the stand-
ards for determining the LABMC safety
record.

Findings

GAO found that LABMC: (1) has not
fully implemented the national USPS
program in the areas of operating safety
committees and providing employees
with appropriate safety training; (2)
does not clearly inform injured employ-
ees of who will pay for medical treat-
ment; (3) requires employees, when
injured, to first review a packet of
medical and return-to-work forms and

instructions before sending them to a
medical facility; and (4) does not use
data from all accidents and injuries
to establish and monitor local safety
goals.

Open Recommendations to
Agencies

In order for its injured employees to
e in a position to receive medical
treatment more immediately and to
relieve its supervisors from making
certain medically related decisions, the
Postmaster General should direct the
General Manager, LABMC, to ensure
that all injured employees: (1) are
sent for medical treatment without first
reviewing an injury packet; and (2) are
provided transportation to the clinic.

Status: Action in process. Before
accepting this precise recommendation,
USPS wanted to review the situation

at LABMC directly to see if some less
extreme guidelines can be developed.
The team from USPS headquarters is
scheduled to conduct the review in late
1986.

In order to develop a comprehensive
local safety program, the Postmaster
General should direct the General
Manager, LABMC, to use data from
all accidents and injuries to estab-
lish safety goals, to measure progress
towards those goals, and to better eval-
uate the effectiveness of LABMC train-
ing efforts,

Status: Action in process. Analysis
of data from all accidents will go into
formulating accident prevention plans
at LABMC. Also, USPS-wide program
instructions are being revised to require
the analysis of data from all accidents.

Other General Government

P.L. 94-142 Compliance and Management of Youth
Services Administration

GGD-86-131, 09/12/86

Background

In response to a congressional request,
GAO monitored the District of
Columbia’s (D.C.) efforts to comply with
the Education for All Handicapped
Children Act’s requirements relating
to juvenile delinquents, specifically
aspects of the D.C. Youth Services

Administration’s (YSA) payroll, con-
tracting, and personnel functions.

Findings

GAQO found that: (1) the D.C.
Department of Human Services’ (DHS)
lack of management oversight and
control of YSA resulted in consider-
able overtime expenditures, noncom-
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pliance with contracting procedures,
and inaccurate position descriptions; (2)
22 percent of the YSA personal ser-
vices budget for fiscal years (FY) 1983
through 1985 was charged to over-
time expenses, which were caused by
noncompliance with internal controls,
insufficient staffing, and poor schedul-
ing; (3) DHS and YSA failed to adhere
to key internal controls designed to

GAO/OIRM-87-1 Recommendations



General Government

ensure proper contract review, moni-
toring, and payment; and (4) many
YSA employees did not have position
descriptions that accurately described
their current duties and responsibilities,
due to noncompliance with personnel
regulations and procedures.

Open Recommendations to
Congress

To help ensure that the necessary
progress is made to provide special
education to all handicapped delin-
quents, the House Committee on the
District of Columbia should require
the Mayor, Board of Education, D.C.
Superior Court, and the Secretary of the
U.S. Department of Education to report
periodically, directly to the appropriate
legislative and appropriations commit-
tees, on progress made toward imple-
menting the D.C. corrective action plan
and other actions taken to implement
prior GAO recommendations.

Status: Action not yet initiated.

Open Recommendations to
Agencies

The Mayor of D.C. should ensure
that YSA is managed in an effec-
tive, efficient, and economical manner
by directing the Director, DHS, and
the Commissioner on Social Services
to develop and implement written pro-
cedures requiring adequate documen-
tation, supervisory review of hours
worked, efficient scheduling of staff,
and enforcing adherence to internal
controls to reduce the amount and abuse
of overtime at YSA facilities.

Status: Action not yet initiated. A
response from the D.C. Government is
not due until December 12, 1986.

of D.C. should ensure
that YSA is managed in an effec-
tive, efficient, and economical manner
by directing the Director, DHS, and
the Commissioner on Social Services
to develop and implement written pro-
cedures, and establish specific criteria,
where necessary, for monitoring YSA
contracts and for payment of YSA con-
tractor invoices.

™. . AX .
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Status: Action not yet initiated. A
response from the D.C. Government is
not due until December 12, 1986.

The Mayor of D.C. should ensure
that YSA is managed in an effec-
tive, efficient, and economical manner
by directing the Director, DHS, and
the Commissioner on Social Services
to ensure that DHS, Social Service,
and YSA managers follow D.C. and
DHS contracting and payroll policies
and procedures.

Status: Action not yet initiated. A
response from the D.C. Government is
not due until December 12, 1986.

The Mayor of D.C. should ensure
that YSA is managed in an effec-
tive, efficient, and economical manner
by directing the Deputy Mayor for
Operations to exercise sufficient over-
sight regarding the activities of the
Director, DHS, and the Commissioner
on Social Services, by ensuring that the
previously mentioned recommendations
are implemented.

Status: Action not yet initiated. A

response from the D.C. Government is
not due until December 12, 1986.
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The Mayor of D.C. should ensure
that YSA is managed in an effec-
tive, efficient, and economical manner
by directing the Deputy Mayor for
Operations to exercise sufficient over-
sight regarding the activities of the
Director, DHS, and the Commissioner
on Social Services, by ensuring that
an independent audit is conducted next
year of YSA payroll and contracting
functions.

Status: Action not yet initiated. A
response from the D.C. Government is
not due until December 12, 1986.

The Mayor of D.C. should ensure
that YSA is managed in an effec-
tive, efficient, and economical manner
by directing the Deputy Mayor for
Operations to exercise sufficient over-
sight regarding the activities of the
Director, DHS, and the Commissioner
on Social Services, by ensuring that
an independent audit of YSA FY 1984
and 1985 contracts is conducted for the
purpose of identifying disallowable and
unsupportable costs.

Status: Action not yet initiated. A
response from the D.C. Government is
not due until December 12, 1986.

The Mayor of D.C. should ensure
that YSA is managed in an effec-
tive, efficient, and economical manner
by directing the Director, D.C. Office
of Personnel, to immediately begin a
classification survey of all YSA posi-
tions and implement a schedule to
review each position at least once in
each 3-year period.

Status: Action not yet initiated. A
response from the D.C. Government is
not due until December 12, 1986.
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Tax Administration

Legislation Needed To Improve Administration of Tax
Exemption Provisions for Electric Cooperatives

GGD-83-7, 01/05/83

Background

GAO reviewed the changes that have
occurred in some tax-exempt electric
cooperatives since they were first grant-
ed tax-exempt status and the difficulty
that the Internal Revenue Service (IRS)
has had in attempting to apply the
broad tax exemption provisions of the
Internal Revenue Code to cooperatives.

Findings

GAO found that, since electric cooper-
atives were granted tax-exempt status
almost 60 years ago, the operations

of many cooperatives and the environ-
ment in which they do business have
changed substantially. Originally, most
electric cooperatives were small asso-
ciations which distributed electricity to

sparsely populated rural areas. Today,
many electric cooperatives serve both
rural and suburban areas, and their
operations and activities closely resem-
ble those of investor-owned utility com-
panies, Some electric cooperatives have
expanded their activities to form sub-
sidiaries or associations which gener-
ate power, provide financing, own or
lease coal mining properties, procure
fuel and supplies, and provide ancillary
business services. Consequently, many
cooperatives have been able to accumu-
late and retain substantial amounts of
member equity or capital. Because the
law generally exempts all electric coop-
eratives regardless of the differences in
their operations and activities, financial
condition, size, or mix of consumers
served, GAO has proposed alternatives
to the present law, which would mod-

ify the cooperatives’ nonmember income
allowance or eliminate that allowance
and apply tax rules, which are already
applicable to other types of coopera-
tives. These alternatives would have
an estimated revenue impact ranging
from $2 to $45 million.

Open Recommendations to
Congress

Congress should establish a tax treat-
ment which better addresses electric
cooperatives’ present operating environ-
ment.

Status: Action not yet initiated.

Tax Administration

Legislative Change Needed To Enable IRS To Assess Taxes
Voluntarily Reported by Taxpayers in Bankruptcy

GGD-83-47, 06/20/83

Background

Pursuant to a congressional request,
GAO was asked to examine the effects
of bankruptcy laws on tax administra-
tion. GAO reviewed the impact that the
1978 Bankruptcy Reform Act’s restric-
tion on tax assessments is having on
the Internal Revenue Service (IRS) and
bankrupt taxpayers.

Findings
GAO believes that the assessment
restriction should be amended to allow

IRS to assess the taxes that bankrupt
taxpayers report on their returns.
Moreover, removing the assessment
restriction would ensure consistent
treatment for all bankrupt taxpayers.
IRS needs to modify its collection pro-
cedure to ensure that it does not vio-
late the legislative restriction on initi-
ating collection action against bankrupt
taxpayers. Some bankruptcy court dis-
tricts permit IRS to assess taxes against
bankrupt taxpayers, but IRS officials
informed GAO that they cannot change
the computerized collection procedures
to stop collection notices from being
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sent to bankrupt taxpayers once taxes
are assessed, but not paid.

Open Recommendations to
Congress

Congress should amend the Bankruptcy
Code to allow IRS to assess the taxes
reported by bankrupt taxpayers on their
returns.

Status: Action in process.

GAO/OIRM-87-1 Recommendations
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Tax Administration

With Better Management Information, IRS Could Further

Improve Its Efforts Ag

GGD-83-63, 08/25/83

ainst Abusive Tax Shelters

Background

In response to a congressional request,
GAO reviewed Internal Revenue
Service (IRS) activities in the tax shel-
ter area.

Findings

Lately, the size and complexity of the
IRS work load in the tax shelter area
have strained its resources. The num-
ber of those types of tax shelters which
IRS has identified as abusive have risen
from 2 to 18 in 9 years, while the IRS
approach to examining shelter returns
requires that virtually every shelter
return identified as potentially abu-
sive be examined. Examiner staff-days
devoted to the Tax Shelter Program
have risen from 2.5 percent of direct
examination time during fiscal year
(FY) 1979 to 8.9 percent during the
first 6 months of FY 1983. Examining
abusive shelters imposes a large admin-
istrative burden on examiners because
an abusive shelter is often set up as a
partnership and examining such a shel-
ter often requires the control of several
returng, for different tax years, and
in different districts. GAO found that
about 60 percent of examiner time is
spent on administrative tasks with only
40 percent applied to examining returns
and developing examination issues. At
the present pace, tax shelter returns
take more than 4 years to process. To

compound the problem, about 50 per-
cent of completed tax shelter examina-
tions are appealed, involving 90 per-
cent of all potential revenue from these
examinations. IRS has focused top man-
agement attention on this area and
devised new approaches to reduce the
number of cases in its inventory. In
addition, Congress has provided leg-
islative relief, most recently, in the
Tax Equity and Fiscal Responsibility
Act (TEFRA) which gives IRS sever-
al enforcement tools and simplifies the
administrative aspects of partnership
examinations.

Open Recommendations to
Agencies

The Commissioner of Internal Revenue
should develop such management infor-
mation as is appropriate and necessary
to more accurately gauge the current

pize of the problem of abusive tax shel-
ters and the impact IRS is having on

noncompliance in this regard.

Status: Action in process. The MIS
data base is being modified to produce
appropriate reports to evaluate tax shel-
ter programs. Paritial implementation
of a new Partnership Central System
began in January 1986. Full imple-
mentation of the system is expected in
January 1987,
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The Commissioner of Internal Revenue
should develop such management infor-
mation as is appropriate and necessary
for determining whether TEFRA and
administrative changes have eliminat-
ed the causes of past problems and for
identifying, as early as possible, any
other obstacles to effective and efficient
program operations. If IRS finds that
the must-work approach is still result-
ing in administrative difficulties, the
Commissioner of Internal Revenue
should: (1) reassess the goal of expedi-
tiously examining every abusive shelter
which is identified, in light of this goal’s
impact on the IRS examination plan;
(2) formulate, if this goal is found to be
no longer attainable, criteria for decid-
ing which abusive tax shelters are most
in need of examination; and (3) make
more extensive use of centralized sup-
port staffs and computer, rather than
manual, systems to further free exam-
iners from clerical and administrative
tasks.

Status: Action in process. Estimated
completion date: 12/86. A project code
and activity code have been implement-
ed to identify prefiling notification cases
and time spent on tax shelter cases. The
Partnership Control System is monitor-
ing TEFRA investory inventory, and
TEFRA cases are now being identified.

GAO/OIRM-87-1 Recommendations
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Tax Administration

IRS’ Administration of the Crude Oil Windfall Profit Tax

Act of 1980

GGD-84-15, 06/18/84

Background

In response to a congressional request,
GAQ reviewed the Internal Revenue

Service’s (IRS) administration of the

Crude Oil Windfall Profit Tax Act of
1980.

Findings

GAO noted that the crude oil tax
was designed to tax the difference
between the free market price of a
barrel of oil and its controlled price
under Department of Energy regula-
tions. Although IRS received no sup-
plemental staffing or funding to admin-
ister this lengthy and complex act, IRS
moved quickly to establish a compli-
ance program. GAO found that IRS has
made good progress toward establishing
an examination program for the wind-
fall profit tax. Difficulties encountered

by the Examination Division include:
(1) deciding which properties should be
subject to IRS examination; (2) ensur-
ing that the tax is assessed on the
initial sale of oil; and (3) examining
tax refund claims to ensure that the
tax is levied only on barrels of oil
that yield a profit. GAO noted that
the Collection Division’s effectiveness
depends on structuring a long-term
compliance program to identify delin-
quent windfall profit taxpayers.

Open Recommendations to
Congress

To effect the procedure to issue
deficiency notices after examination of
each oil-producing property without pre-
cluding later issuance of additional

notices covering the producers’ inter-
ests in other properties during the same
quarter, Congress should amend section
6212(c) of the Internal Revenue Code
and consider the statutory language in
appendix V.

Status: Action in process.

Because another windfall profit tax
area which needs legislative action is
the appeals process, Congress should
pass legislation to consolidate judicial
appeals for a given property’s oil issues
and consider the statutory language in
appendix VI

Status: Action in process.

Tax Administration

IRS and SSA Can Improve the Verification and Recording
of Data Provided by Self-Employed Taxpayers

GGD-85-21, 05/28/85

Background

GAO reviewed processing of self-
employment earnings information to
determine whether the Internal
Revenue Service (IRS) and the Social
Security Administration (SSA) are prop-
erly processing such information and
crediting it to taxpayers’ accounts.

Findings

Workers are required to report self-
employment earnings on a form known

aa schedule SE. IRS processes the sched- not verify wage amounts reported by

ule, collects any social security taxes
that are due, and reports the informa-
tion to SSA, which credits earnings
information to individuals’ social secu-
rity accounts. GAO found that, while
the system is functioning well, IRS and
SSA could: (1) increase the amount of
self-employment earnings that get prop-
erly credited; and (2) more accurately
account for due taxes. GAO also found
that: (1) IRS does not always detect
errors in computing self-employment
earnings on SE schedules; (2) IRS does
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self-employed persons who report other
earned income, which causes underpay-
ments of social security taxes; (3) IRS
could help SSA correctly credit earnings
to individuals’ social security accounts
by ensuring that, whenever it corrects
a social security number (SSN) on a
tax return, the corrected number is
provided to SSA; and (4) SSA and IRS
need to establish better control over SE
schedules to help ensure that all self-
employed persons are receiving credit
for self-employment earnings.

GAO/OIRM-87-1 Recommendations
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Open Recommendations to
Agencies

The Commissioner of Internal Revenue
should identify and provide SSA, start-
ing with the 1980 processing year, with
self-employment records showing dif-
ferent social security numbers for the
same person or self-employment earn-
ings that were not previously provided.

Status: Action in process. IRS
Returns Processing requested IRS
Computer Services to determine the
feasibility of extracting data from RTF
for fiscal year 1979 through 1982 to
provide to SSA. IRS intends to deter-
mine whether it would be feasible to

Tax Administration

provide SSA with individual records
having a different SSN listed on their
SE schedules than on their 1040A.

The Commissioner of Social Security
should use the self-employed persons’
records with different social security
numbers obtained from IRS to correct
earnings accounts credited erroneously
and those not previously credited.

Status: Action in process. SSA is
awaiting final action by IRS before it
can take any action of its own.

The Commissioner of Social Security
should credit the social security
accounts of those self-employed indi-
viduals whose records were never proc-

essed and ensure that the trust funds
are provided the correct tax amount
from their earnings.

Status: Action in process. SSA is
awaiting final action by IRS before it
can take any action of its own.

The Commissioner of Social Security

should periodically conduct tests of the
accuracy of self-employment earnings

and identification data and work with
IRS to resolve any problems that are

identified.

Status: Action in process. SSA is
awaiting final action by IRS before it
can take any action of its own.

IRS’ Examination Selection System for Exempt
Organizations’ Unrelated Business Income

GGD-85-64, 07/08/85

Background

GAO analyzed the Internal Revenue
Service's (IRS) examination selection
system for tax-exempt organizations
earning unrelated business income

(UBD).

Findings

GAO found that, although IRS assessed
over $41 million in additional tax and
penalties upon UBI examinations in
fiscal years 1981 through 1983, a sub-
stantial number of UBI examinations
resulted in little or no additional tax
revenue. GAO also found that IRS does
not have sufficient information on UBI
tax noncompliance to understand the
nature and magnitude of UBI noncom-
pliance and develop profiles of high-
ly noncompliant tax-exempt organiza-
tions engaging in UBI activity. Without
such information, the current IRS selec-
tion system cannot focus on the most

noncompliant tax-exempt UBI organi-
zations, which regularly fail to properly
report UBI earnings or pay the UBI tax
due. Because IRS data shows increasing
UBI activity, high estimates of tax loss
due to UBI nonreporting, and low yield
from most current UBI examinations,
IRS may want to focus on the UBI
organizations with the highest potential
for noncompliance. More targeting of
highly noncompliant UBI organizations
could aid in generating more revenue
and increased compliance and result in
more effective use of resources.

Open Recommendations to
Agencies

The Assistant Commissioner of Internal
Revenue for Employee Plans and
Exempt Organizations should further
analyze existing data on UBI tax exam-
inations to gain increased insight into
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the nature and magnitude of UBI non-
compliance.

Status: Action not yet initiat-

ed. IRS plans to consider a
Taxpayer Compliance Measurement
Program (TCMP) effort in 1988, which
would address this issue. IRS plans no
other action.

The Assistant Commissioner of Internal
Revenue for Employee Plans and
Exempt Organizations should develop,
collect, and analyze information on all
types of UBI organizations and develop
specific UBI activities.

Status: Action not yet initiated. IRS
plans no further action other than con-
sidering a TCMP effort in 1988, which
would address this issue. According to
the agency contact, as of November
21, 1986, these plans have remained
intact.

GAO/OIRM-87-1 Recommendations
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Tax Administration

A Change in Foreign-Owned U.S. Corporations’ Reporting

Requirements

GGD-86-19, 11/01/85

Background

In response to a congressional request,
GAO studied Internal Revenue Service
(IRS) tax compliance activities with
respect to foreign-owned U.S. corpora-
tions.

Findings
GAO found that the present lan-
guage of the section of the Internal

Revenue Code (IRC) that requires cer-
tain foreign-owned U.S. corporations
to report transactions with related
domestic or foreign corporations does
not require the reporting of transac-
tions with noncorporate entities such
as trusts and partnerships, which GAO
believes should be reported even if their
number is relatively small.

Open Recommendations to
Congress

Congress should amend section 6038A
of IRC to help IRS enforce the tax laws
by identifying transactions between

foreign-owned U.S. corporations and
their noncorporate foreign owners.

Status: Action in process.

Tax Administration

Protecting Tax Revenue When Businesses File for

Bankruptcy

GGD-86-20, 02/21/86

Background

In response to a congressional request,
GAO reviewed the Internal Revenue
Service’s (IRS) procedures for protecting
the government’s interest when taxpay-
ers go through bankruptcy proceedings,
specifically: (1) detecting and minimiz-
ing the accumulation of employment tax
delinquencies; and (2) filing claims for
delinquent taxes with the bankruptcy
court.

Findings

The Bankruptcy Code provides
financially troubled businesses with two
basic ways to deal with their financial
obligations: (1) liquidation, where a
business’ assets are sold and the pro-
ceeds used to pay creditors; and (2) reor-
ganization, where the business attempts
to continue operating while it devel-
ops a plan to pay its debt. IRS, as

the principal federal creditor in most
bankruptcies: (1) files claims for pay-
ment of taxes; (2) monitors the progress
of reorganizing businesses; (3) keeps
track of actual tax payments; and (4)
reviews proposed tax payment plans.
GAOQ reviewed three bankruptcy court
districts and found that: (1) an estimat-
ed 254 of the 583 businesses that filed
for reorganization in 1981 accumulated
$6.6 million in delinquent taxes after
bankruptcy proceedings began; (2) $5.5
million of these delinquencies were still
outstanding in 1984; (3) court refer-
rals took an average of 15 months
to come to court after the first delin-
quent tax return was due; (4) the
IRS bankruptcy manual has only lim-
ited guidance on referrals and contains
inconsistent information; and (5) 77
percent of IRS claims for liquidation
bankruptcies contained errors totalling
$1.7 million in overclaims, underclaims,
and misclassified priorities because IRS
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district personnel lacked guidance in
computing interest and penalties for
bankruptcies. GAO noted that, since its
review, IRS has somewhat improved its
procedures for dealing with delinquent
taxes by providing additional guidance
and improving its referral process.

Open Recommendations to
Agencies

The Commissioner of Internal Revenue
should develop and include in the
bankruptcy manual additional indica-
tors for IRS personnel to use in deciding
how often to monitor bankrupt busi-
nesses. One indicator that has been
incorporated into the manual is the
gize of a business payroll and another
could be a prior delinquency history.

GAOQ/OIRM-87-1 Recommendations
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Status: Action in process. Instructions
are being prepared for the Internal
Revenue Manual (IRM), which would
require employees to consider past
delinquency history in determining how
to monitor a business.

The Commissioner of Internal Revenue
should make greater use of the IRS
authority to require businesses with
employment tax liabilities to file month-
ly rather than quarterly returns.

Status: Action in process. IRM
instructions are being prepared to pro-
vide that monthly filing of tax returns
be considered for those insurers whose
past history warrants such action.

The Commissioner of Internal Revenue
should develop and include in the
bankruptcy manual minimum criteria

Tax Administration

for referral of cases to district counsel
and the bankruptey courts. The manu-
al should also state that each referral
include information on the business’
operating status and the size of its
employment tax liability.

Status: Action in process. IRM
instructions are being written estab-
lishing such criteria.

The Commissioner of Internal Revenue
should revise the bankruptcy manual to
require that bankruptcy case files con-
tain adequate documentation of claim
computations and that supervisory or
quality control reviews of these compu-
tations be made to ensure that claims
are accurately prepared.

Status: Action in process. The
bankruptcy manual is being revised to
require that case files contain adequate
documentation of claim computations to
facilitate more thorough reviews,

The Commissioner of Internal Revenue
should periodically test the effects of
the revised bankruptcy court rules’
notification requirements to: (1) deter-
mine the extent to which liquidating
businesses are not listing IRS as a
creditor on bankruptcy petitions; and
(2) provide the basis for developing
corrective action if needed.

Status: Action in process. Estimated
completion date: 03/87. A study is being
conducted to determine the effects of
the revised bankruptcy rule.

Contingency Plans and Risk Analyses Needed for IRS

Computer Centers

IMTEC-86-10, 03/27/86

Background

GAO reviewed the Internal Revenue
Service’s (IRS). (1) plans for ensuring
the continuity of its computer opera-
tions if any of its 12 computer centers
were destroyed or significantly disabled
for an extended period; and (2) efforts
to implement a risk-management pro-
gram to assess and reduce potential
threats to computer operations.

Findings

GAO conducted its review at IRS head-
quarters, the IRS National Computer
Center (NCC), and 4 of the 10 service
centers that process tax returns and
related documents. GAO found that the
IRS draft automatic data processing
(ADP) plans are incomplete and its
emergency measures are inadequate
because: (1) NCC has no designated
backup processing site; (2) computer

capacity problems may make it impos-
sible for one service center to back
up another as currently proposed; (3)
IRS has not identified the most critical
work load functions; (4) backup tape
files containing data and programs nec-
essary to continue operations are not
always maintained; and (5) testing to
ensure the workability of ADP contin-
gency plans has ranged from nonexis-
tent to limited. GAO also found that:
(1) IRS has not periodically assessed
potential risks to computer operations
at its centers, although it has recently
started a risk-analysis program that it
hopes to complete in 1987; (2) sever-
al IRS centers had physical security
problems making them susceptible to
fire and smoke damage or to unauth-
orized entry after working hours; and
(3) contingency plans at one center
lacked adequate detail for emergency
procedures.
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Open Recommendations to
Agencies

The Commissioner of Internal
Revenue should direct the Assistant
Commissioner, Support and Services
(for the Detroit Data Center), and the
Agsistant Commissioner, Returns and
Information Processing (for all other
computer centers), to expedite efforts
to develop, certify, and periodically test
ADP contingency plans for all IRS com-
puter centers according to the criteria
and procedures set forth in the IRS
Internal Revenue Manual and Office
of Management and Budget (OMB)
Circular A-130.

Status: Action in process. The

IRS Automation Policy Board directed
the Assistant Commissioner, Computer
Services, to develop contingency plans,

GAO/OIRM.87-1 Recommendations
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name a project manager, and take steps
to secure funding for the project.

The Commissioner of Internal
Revenue should direct the Assistant
Commissioner, Support and Services
(for the Detroit Data Center), and the
Assistant Commissioner, Returns and
Information Processing (for all other
computer centers), to expedite efforts
to perform periodic risk analyses to:
(1) aid in developing and maintain-
ing effective ADP contingency plans;
and (2) help assess the internal con-
trols environment, as required by the

Tax Administration

Federal Managers’ Financial Integrity
Act of 1982 (FIA) and the OMB cir-
cular.

Status: Action in process. Estimated
completion date: 12/87. Risk analyses
will be performed at all IRS computer
centers by the end of 1987.

The Commissioner of Internal
Revenue should direct the Assistant
Commissioner, Support and Services
(for the Detroit Data Center), and the
Assistant Commissioner, Returns and
Information Processing (for all other

computer centers), to expedite efforts to
continue to report the lack of contin-
gency plans and periodic risk analyses
as material control weaknesses under
FIA until contingency plans have been
developed, certified, and tested, and
risk analyses, as well as needed correc-
tive action identified by such analyses,
have been completed for all comput-
er centers.

Status: Action in process. IRS will
continue to report lack of contingency
plans and risk analyses as material
control weaknesses under FIA,

Tax Administration: Compliance and Other Issues

Associated With Occupational Excise Taxes

GGD-86-49, 06/05/86

Background

GAO reviewed the effectiveness of
the Bureau of Alcohol, Tobacco and
Firearms (BATF) and the Internal
Revenue Service (IRS) in imposing occu-
pational excise taxes on businesses and
individuals in the alcohol, wagering,
and firearms industries.

Findings

GAO found that: (1) BATF initiat-
ed a special tax collection program to
increase compliance and tax collections
from retail alcohol establishments; (2)
BATF drafted a bill that would restrict
wholesalers’ sales of alcohol to those
retailers that have paid their occupa-
tional taxes; (3) IRS could use infor-
mation from states that license wager-
ing establishments to assess compliance
by businesses with the occupational
tax and to determine compliance with
filing requirements; (4) an information
reporting requirement exists that would
identify individuals liable for the occu-
pational tax; and (5) a reevaluation of
the provision allowing tax-free weapon

transfers between occupational taxpay-
ers may be needed.

Open Recommendations to
Congress

An incentive exists for individuals to
obtain National Firearms Act (NFA)

dealer status to avoid the per weapon
transfer tax. Whether the incentive is
reduced or eliminated is a policy issue
Congress may wish to address.

Status: Action not yet initiated.
Congress should consider any effect
repeal of the taxes might have on

BATF criminal enforcement efforts.

Status: Action not yet initiated.

If Congress chooses not to repeal the

alcohol occupational taxes, it may wish
to consider legislation to improve com-
pliance.

Status: Action not yet initiated.
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Open Recommendations to
Agencies

The Director, BATF, should identify
for follow-up potentially noncompliant
retail alcohol establishments by arrang-
ing for IRS to match occupational tax
payment data with businesses classified
under selected principal industry activ-
ity (PIA) codes.

Status: Action in process. Estimated
completion date: 12/86. BATF asked
IRS to perform an automated compar-
ison of a limited number of PIA codes
against IRS data base special occupa-
tional taxpayers. This comparison is
expected to be completed in November
1986. Results will then be analyzed
and appropriate action taken.

The Commissioner of Internal Revenue
should obtain gambling license data
from the states where gambling activ-
ities subject to the wagering taxes are
authorized, and match it with the year-
ly occupational tax payment records
and the tax on gross-wagers payment
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records to identify noncompliant tax-
payers for follow-up potential.

Status: Recommendation valid/action
not intended. IRS believes that this
proposal would not have a significant
enough impact to justify implementing.
IRS believes resources should be spent
in other areas of low compliance and,
therefore, does not intend to implement
this recommendation. However, GAC
continues to believe that it has merit.

The Commissioner of Internal Revenue
should compare tax on gross wagers

payment records with the yearly occu-
pational tax payment records for busi-
nesses in states which do not license
establishments subject to the taxzes to
identify potential noncompliant taxpay-
ers for follow-up.

Status: Recommendation valid/action
not intended. IRS believes that this
recommendation would have little, if
any, benefit to the criminal investiga-
tion function or other areas of IRS.
IRS contends that most of the wager-
ing investigations result from its case
development efforts and sophisticated
and large-scale operations. Therefore,
IRS does not intend to take any action
on this recommendation. GAO still
believes that it has merit.

The Commissioner of Internal Revenue
should match the names of employees

Tax Administration

and agents listed on the employers’
occupational tax returns with occupa-
tional tax payment records to identi-
fy for follow-up potential noncompli-
ant taxpayers and should enforce the
requirement that employers list employ-
ees and agents on their occupational
tax returns.

Status: Recommendation valid/action
not intended. IRS does not plan to
take action on this recommendation.
It stated that the taxpayers who are
investigated by IRS for wagering viola-
tions, overwhelmingly fail to file other
returns. GAO continues to believe that
IRS should address this noncompliance
problem.

The Director, BATF, should inform for-
mer NFA dealers who currently pos-
sess NFA weapons that such possession
may be in violation of the laws of their
respective jurisdictions.

Status: Action in process. Estimated
completion date: 12/86. BATF is plan-
ning to make a public announce-
ment through an article in the
FFL Newsletter, to be published in
December 1986, and a concurrent news
release about former NFA dealers who
currently possess NFA weapons in vio-
lation of the law.

The Director, BATF, should develop
a means for informing current NFA
dealers and those that apply for NFA

dealer status that, should they discon-
tinue their status as NFA dealers, the
retention of NFA weapons as a private
citizen may be a violation of the laws
of their respective jurisdictions.

Status: Action in process. Estimated
completion date: 05/87. BATF is taking
action by revising Form 5320.7 and
plans to send out its form to NFA
special taxpayers in May 1987. This
form letter is designed to inform current
NFA dealers and applicants of potential
law violations.

To reduce the costs of administering the
tax on gross wagers, the Commissioner
of Internal Revenue should revise the
filing requirement for the tax on gross
wagers so that monthly returns will
not be required unless an established
dollar threshold is met.

Status: Recommendation valid/action
not intended. IRS does not intend to
take any action on this recommendation
because it believes that any resulting
savings from its implementation would
be negligible. It also contended that
such a change would create taxpayer
uncertainty, breaks established filing
habits, and affect IRS ability to identify
those trends, patterns, and nonfilers.
GAO continues to believe its proposal
has merit.

Information Returns Should Increase Proper Reporting of

Farm Income

GGD-86-69, 07/22/86

Background

Pursuant to a congressional request,

GAO studied the need to improve tax-
payer compliance in reporting taxable
commodity credit loan and crop insur-
ance income, specifically ways in which

the Internal Revenue Service (IRS)
could better detect unreported income.

Findings

GAO found that, in 1982: (1) 7 percent
of crop loan and insurance income
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recipients failed to file federal income
tax returns; (2) 77 percent of the
taxpayers whose returns GAO reviewed
failed to properly report their income;
{3) computer matching of information
returns with tax returns should help
IRS to determine whether income was
properly reported and the applicable

GAO/OIRM-.87-1 Recommendations
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taxes were assessed; and (4) IRS should
improve its forms, filing instructions,
and computer programs.

Open Recommendations to
Agencies

The Commissioner of Internal Revenue
should incorporate commodity credit

loan and crop insurance income into
the IRS document matching program.

Status: Recommendation valid/action
not intended. IRS disagreed that com-
modity credit loan and crop insurance
income information returns should be
incorporated into IRP because the law

allows taxpayers to report related farm
income in either of two years; thus,
this would prevent serious administra-
tion problems of IRS matching because
IRP is a single-year matching program.
GAO agreed and suggested alternatives
which IRS ignored.

Tax Administration

Use of Tax-Exempt Bonds in Oakland, California

GGD-86-110BR, 07/24/86

Background

In response to a congressional request,
GAO provided information on the
use of tax-exempt bonds by Oakland,
California, specifically: (1) transactions
to sell and lease back city assets; and
(2) allegations that Oakland planned to
use bonds to give the Oakland Athletics
baseball team a loan.

Findings

GAOQ found that: (1) between 1983
and 1986, Oakland sold 18 tax-exempt
bond issues totalling $589 million; (2)

the issued bonds will cost the U.S.
Treasury and the state of California $91

million and $19 million, respectively,
in foregone income tax revenues; and
(3) the tax law concerning the loan

transaction Oazkland is considering is
unclear. GAO concluded that Congress
may want to clarify its intent on the
use of tax-exempt financing to support
private-purpose loans.

Open Recommendations to
Congress

Since it is unclear whether current
tax law provisions apply to Oakland’s
proposed loan to the Oakland Athletics,

Congress may want to clarify its intent.
Should a clarification be warranted, two
possible alternatives would be to: (1)
change the language of current tax law
provisions to clarify the restrictions on
uses of tax-exempt financing; and (2)
direct IRS to determine the extent to
which tax-exempt bonds are being used
for private purposes, and, if warranted,
to determine what is needed to correct
the situation.

Status: Action taken not fully
responsive.

Tax Administration

Options for Speeding Tax Refunds and Reducing IRS’

Interest Costs

GGD-86-72, 07/28/86

Background

GAO examined the requirements under
which the Internal Revenue Service
(IRS) pays taxpayers interest on tax
refunds to determine whether changes

to the requirements for paying interest
on various types of refunds or to IRS
operating procedures could speed up
the payment of tax refunds and reduce
the government’s interest costs.
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Findings
GAO found that: (1) IRS paid $1.5
million in interest while processing the

amended return refunds that it issued
within 45 days; (2) IRS took almost
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twice as long to process refunds on
amended returns that it subjected to a
detailed examination as it did to proc-
ess returns that it subjected to nor-
mal processing procedures; (3) only 12
percent of the detailed examinations
resulted in additional tax assessments;
and (4) the increased interest costs
associated with delaying these refunds
amounted to $37.6 million. GAQ esti-
mated that IRS paid at least $3 million
in interest costs during 1983 on non-

income-based returns that it processed
within 45 days of receipt.

Open Recommendations to
Agencies

The Commissioner of Internal Revenue
should amend IRS procedures to pro-
vide for issuing certain refunds before
making a detailed examination of the
refund claim. The criteria for making
these refunds should recognize the need
for IRS to continue to hold certain

refunds having a high potential for
disallowance.

Status: Action in process. Estimated
completion date: 01/87. IRS stated that
it would study existing criteria for issu-
ing immediate refunds in an attempt to
isolate additional categories of refunds
that can be issued prior to examination.
Action is expected to be completed by
January 1, 1987,

Tax Administration

Administrative Changes Could Lead to Earlier Resolution

of Tax Disputes

GGD-86-75, 07/30/86

Background

GAQ examined the U.S. Tax Court’s
caseload to determine whether the num-

could have been eliminated had the

cases been filed with IRS; and (4) more
than one-third of the taxpayers did not
fully understand the dispute resolution

ber of cases filed with the court could be process before filing with the tax court.

reduced by settling more cases through
the Internal Revenue Service’s (IRS)
appeals process with less cost to the
taxpayers and the government.

Findings

GAO found that: (1) many taxpayers
who initially bypassed the IRS internal
appeals process and filed with the court
eventually settled their cases out of
court with the appeals division; (2)
cases ultimately settled by the IRS
cost the government approximately $1.2
million in court processing costs and
taxpayers $268,200 in filing fees; (3)
some of the processing and filing costs

GAOQ believes IRS could do more to
involve the appeals division in resolving
cases by better informing taxpayers
about the process and encouraging them
to go to the appeals division before
filing with the court.

Open Recommendations to
Agencies

The Commisgioner of Internal Revenue
should revise the language of the 30-day
letter, various IRS publications, and the
information on the appeal procedures
given to taxpayers by IRS auditors and
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revenue agents. These changes should:
(1) emphasize the advantages of going
to the appeals division before filing with
the tax court; and (2) point out that,
even if taxpayers bypass the appeals
division, the cases will still be assigned
to it for attempted settlement.

Status: Action in process. Estimated
completion date: 12/86. IRS stated that
it would review and revise various
publications and documents relating to
the appeals process to point out the
benefits to taxpayers of going to appeal
first. IRS expects to complete its review
by January 1987. In the mean time, it
revised Publication No. 556, including
language which better explains the
appeals system to the taxpayer in a
more detailed manner.
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Tax Administration

General Government

Tip Income Reporting Can Be Increased

GGD-86-119, 09/30/86

Background

In response to a congressional request,
GAO reviewed the Internal Revenue
Service’s (IRS) efforts to improve tip
income reporting and the impact of the
Tax Equity and Fiscal Responsibility
Act of 1982 (TEFRA) tip income report-
ing requirements on both the food
and beverage industry and tip income
reporting.

Findings

GAO found that: (1) of the four
IRS regions it visited, two were more
active and successful in pursuing tip
income nonreporting than the others;
(2) tip income reporting has increased
since the implementation of the new
TEFRA reporting requirements; (3) food
and beverage employers indicated that
implementation of these new report-
ing requirements was not as costly
as they originally projected; and (4)
IRS districts used varying procedures
in administering the TEFRA provision
which allows employers a rate reduc-
tion from the reporting of 8 percent
of gross receipts, which could result in
inequitable treatment of taxpayers.

Open Recommendations to
Agencies

To enhance IRS efforts to improve
compliance with the requirements for
reporting tip income, the Commissioner
of Internal Revenue should formulate
and implement an overall strategy for
identifying and reducing tip income
nonreporting. In formulating this strat-
egy, the Commissioner should, in con-
junction with providing TEFRA tip
income information to the regional and
district offices: (1} identify and eval-
uate for IRS-wide applicability those
detection techniques and tools which
have been proven effective in conduct-
ing tip income reporting projects and
communicate this information to all IRS
regions and districts; and (2) design
and implement an overview and eval-
uation process to monitor the progress
of tip enforcement activities, identify
potential problem areas, and devise the
actions needed to deal with them.

Status: Action in process. Estimated
completion date: 01/88. IRS is currently
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conducting a study designed to provide
information on compliance levels and
the nature of noncompliance and iden-
tify the types of establishments and
geographical areas that are most non-
compliant. Results of the study will be
analyzed and corrective actions will be
taken when the study is complete in
January 1988.

To reduce the inconsistencies in the rate
reduction process, the Commissioner of
Internal Revenue should: (1) establish
uniform criteria and standard proce-
dures for reviewing employers’ requests
for a reduction from the reporting of 8
percent of gross receipts as tip income;
and (2) monitor the implementation of
the review process to ensure a reason-
ably consistent IRS-wide approach.

Status: Action in process. IRS is
implementing this recommendation by:
(1) issuing instructions on evaluating
information; and (2) requiring regions
to more closely monitor the appeals
process.
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The Small Business Administration’s Second-Year
Implementation of the Federal Managers’ Financial

Integrity Act

RCED-86-24, 10/18/85

Background

GAO evaluated the Small Business
Administration’s (SBA) implementation
of the Federal Managers’ Financial
Integrity Act (FIA) to determine: (1)
the progress it has made to identify
and correct internal control weakness-
es and to evaluate systems of internal
controls; (2) whether SBA accounting
systems and evaluations conform to
GAO requirements; and (3) the accu-
racy and completeness of the SBA
Administrator’s annual report on inter-
nal controls and accounting systems.

Findings

GAO found that SBA has: (1) reported
the correction of 6 of the 17 material
internal control weaknesses which it
identified in 1984; (2) made progress
in implementing corrective actions per-
taining to the 16 material weaknesses
it identified in 1983; (3) implemented
corrective actions pertaining to 40 of
the 225 weaknesses that were not cate-
gorized as material; and (4) implement-
ed a follow-up system, in accordance

with Office of Management and Budget
(OMB) guidelines, to keep track of
actions taken to correct material weak-
nesses. In addition, GAO found that:
(1) the internal control reviews (ICR)
completed in 1984 were generally in
accordance with OMB guidelines; and
(2} the SBA computerized internal con-
trol review system provides a good basis
for reviewing internal controls at field
offices where most SBA programs are
delivered. However, GAO found that
SBA has not adequately reviewed its
automatic data processing (ADP) con-
trols because testing was not performed
and guidelines were not issued on
how to evaluate ADP controls. Finally,
although the annual report stated that
two of the six SBA accounting sys-
tems were in conformance with the
Comptroller General’s principles, stand-
ards, and requirements, GAO believes
that the report was misleading because
it failed to: (1) disclose that the two
systems accounted for less than 5 per-
cent of the funds accounted for by SBA;
and (2) clearly identify and summarize
accounting system weaknesses.
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Open Recommendations to
Agencies

The Administrator, SBA, should
describe accurately the scope of assur-
ance given and known system weak-
nesses in future FIA reports. For exam-
ple, the report should include an indi-
cation of accounting system size, such
as the number of dollars involved, use
consistent terminology throughout, and
summarize accounting system weak-
nesses. In addition, systems that have
not been adequately evaluated should
not be reported in conformance with the
Comptroller General’s requirements.

Status: Action in process. Estimated
completion date: 12/86. In future
reviews/certifications, SBA plans to
more accurately describe the scope of
assurance given, more accurately pre-
sent material in the report, use con-
sistent terminology, and identify the
extent of review in quantitative terms.

GAO/OIRM-87-1 Recommendations
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General Science and Basic Research

The Office of Science and Technology Policy: Adaptation
to a President’s Operating Style May Conflict With
Congressionally Mandated Assignments

PAD-80-79, 09/03/80

Background

GAO studied the Office of Science and
Technology Policy (OSTP) to examine
the extent to which OSTP studied
the 13 issues on federal organization
and management of science and tech-
nology policy, and to determine the
extent of OSTP involvement in strate-
gic planning for science and technol-
ogy. Top OSTP officials believe that
the broad legislative mandate for OSTP
cannot be fully met under present
conditions and operating styles within
the Executive Office of the President
(EOP). OSTP management and staff
also believe that all their work must
be tied to the existing policymaking
process in EOP, because they have
no independent control over any por-
tion of the U.S. policymaking system.
OSTP interprets its environment as
requiring it to be continually active in
initiating its work and then fostering
implementation of its recommendations,
many of which demonstrate a strate-
gic perspective. OSTP is most active
in its extensive collaboration with the
Office of Management and Budget in
the research and development budget
process.

Findings

GAO found that OSTP does not intend
to prepare the mandated comprehen-
sive survey report. This assignment
to OSTP placed a large burden on
OSTP and significantly increased its
responsibilities without increasing its
resources. The small and active OSTP
has produced no comprehensive report
but a list of its many activities, catego-
rized according to the 13 issue areas.
The OSTP staff attempts to give a
strategic perspective to considerations
of topical or mission issues, such as
energy and space. OSTP believes that
it is not feasible to do more compre-
hensive strategic planning and remain
effective in EOP. It seldom studies the
relationships of issues in the whole
context of science and technology in
society; instead, it usually focuses on
a particular mission issue in isolation
from its interactions with other nation-
al concerns. The small size of OSTP and
its perceptions of the operating style of
the President and the President’s senior
advisors inhibit its further involvement
in comprehensive strategic planning.
GAO believes that, within existing con-
straints, OSTP can establish a system-
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atic and formal mechanism for identi-
fying long-range emerging issues and
for providing a detached perspective
in screening outside proposals for the
OSTP agenda. Both OSTP and the
National Science Foundation are tak-
ing steps to improve communication
in planning and preparing the Annual
Report and the Five-Year Outlook.

Open Recommendations to
Congress

Congress should consider: (1) how it
and the OSTP Director can best iden-
tify and resolve concerns about the
Director’s choice of operating style; (2)
if the OSTP legislative mandate is
too comprehensive; and (3) what other
means might fulfill congressional needs

for information and analysis not pro-
vided by OSTP.

Status: Action not yet initiated.

GAO/OIRM-87-1 Recommendations
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General Science and Basic Research

Implementing the Small Business Innovation
Development Act—The First 2 Years

RCED-86-13, 10/25/85

Background

GAO reported on the implementa-
tion of the Small Business Innovation
Development Act, including the extent
to which: (1) agencies established, fund-
ed, and provided accurate information
on small business innovation research
(SBIR) activities; and (2) the Small
Business Administration (SBA) and the
Office of Science and Technology Policy
(OSTP) carried out program coordi-
nation, monitoring, and congressional
reporting duties mandated by the act.
The act requires that each agency that
spends more than $100 million annu-
ally on extramural research establish
an SBIR program and each agency that
spends more than $20 million annu-
ally on research establish non-SBIR
research funding goals for small busi-
nesses.

Findings

GAO found that, through fiscal year
(FY) 1984: (1) 11 of the 12 agen-
cies that were required to establish
SBIR programs did so; (2) the agen-
cies made about 2,100 SBIR awards
totalling $156 million; (3) most of
the agencies reported compliance based
on SBIR obligational authority rather
than on actual extramural obligations
because a reporting deadline estab-
lished by the act conflicts with agencies’
deadlines for making budget submis-
sions to the Office of Management and
Budget (OMB); and (4) most agencies
either met or came close to meeting
their required SBIR percentages. GAO
also found that: (1) most of the agencies
required to have non-SBIR goals did
not provide SBA with all of the data
necessary to ensure compliance with
the act; (2) in FY 1984, the amount of
total research and development (R&D)

dollars that agencies reported to SBA
differed from the amount reported in
the President’s budget; (3) SBA has
issued policy guidance, publicized the
SBIR program, coordinated agencies’
issuance of SBIR solicitations, and mon-
itored and reported agencies’ implemen-
tation efforts; and (4) while OSTP has
monitored agency implementation and
reported to Congress as required by
the act, it has not assessed the quality
of research performed under SBIR pro-
grams, as Congress apparently intend-
ed.

Open Recommendations to
Congress

When it comes up for reauthorization,
Congress should amend section 4 of the
act to clarify application of the criterion
for determining which agencies must
establish non-SBIR goals for research
funding agreements with small busi-
nesses. Specifically, Congress should
resolve the ambiguity by making it
clear that whether an agency needs to
establish goals should be determined
annually by applying the stated crite-
rion.

Status: Action not yet initiated.

Open Recommendations to
Agencies

To permit proper determination of com-
pliance with the funding provisions of
the act, the heads of appropriate agen-
cies with SBIR programs should report
actual FY extramural R&D obligations,
rather than estimates, to SBA.
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Status: Action in process. The
Department of Transportation (DOT)
will report actual obligation data to
SBA beginning with the FY 1985 report
due in 1986. SBA, however, has not
published officially reported data since
the report. Determination of the action
cannot yet be made.

Target: Department of Transportation

Status: Action taken not fully
responsive, The Department of Defense
(DOD) indicated that it would report
actual obligation data according to the
SBA Annual Report to Congress for
FY 1985. DOD was the only agency
that did not report actual obligations.

Target: Department of Defense

Status: Action in process. The
Department of Education will report
actual obligations to SBA beginning
with the FY 1985 report due in
1986. SBA, however, has not published
officially reported data since the report.
Determination of the action cannot yet
be made.

Target: Department of Education

Status: Action in process. The
Environmental Protection Agency
(EPA) reported actual obligations to
SBA in the FY 1985 report in March
1986. SBA, however, has not published
officially reported data since the report.
Determination of the action cannot yet
be made.

Target: Environmental Protection
Agency

Status: Action in process. The
Nuclear Regulatory Commission (NRC)
will report actual obligations to SBA
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beginning with the FY 1985 report in
March 1986. SBA, however, has not
published officially reported data since
the report. Determination of the action
cannot yet be made.

Target: Nuclear Regulatory
Commission

The Secretary of Defense should deter-
mine definitively which, if any, activ-
ities funded under the Operational
Systems Development category of the
DOD Research, Development, Testing,
and Evaluation appropriations conform
to the common definition used in report-
ing R&D funding under the act, the
National Science Foundation’s (NSF)
annual survey of federal R&D funds,
and the special analysis of R&D funds
in the President’s budget. The Secretary
should then instruct the responsible
DOD officials to consistently apply the
Secretary’s determination when report-
ing R&D funding data to the three
recipients.

Status: Recommendation valid/action

not intended. DOD contends that con-
sistent reporting of R&D funds to the
three recipients would be inappropri-

ate. Legislation has passed the House
and is pending in the Senate, which

would specifically exclude the category
in question from reporting under the

SBIR act. Congress amended the act

in September 1986.

The Secretary of Transportation should,
beginning in FY 1985, include all
R&D obligations, regardless of the year
during which they were appropriat-
ed, when reporting annual extramural
R&D funding data to SBA for purposes
of the act.

Status: Action in process. DOT will
report all R&D obligations regardless
of year appropriated, beginning with
the FY 1985 report to SBA due in
1986. SBA, however, has not published
officially reported data since the report.
Determination of the action cannot yet
be made.

The Administrators of the Agency

for International Development (AID)
and the Veterans Administration (VA)
should submit data for FY 1983 and
FY 1984 regarding non-SBIR goals to
SBA, in accordance with requirements
contained in the act and the SBA policy
directive.

Status: Action not yet initiated. AID
will provide the FY 1983 and 1984
data to SBA, but it did not specify
a date by which the action would be
completed.

Target: Agency for International
Development

Status: Action not yet initiated. VA
will provide the FY 1983 and 1984 data
to SBA as soon as it is available from
the Federal Procurement Data Center.
VA did not specify a date by which
the action would be completed.

Target: Veterans Administration

The heads of applicable agencies subject
to the non-SBIR goals provisions of
the act should reassess their respective
agencies’ reports to OMB and SBA for
FY 1983 and FY 1984, make them
consistent, and instruct the appropriate
officials to take steps to ensure the
consistency of these reports in the
future.

Status: Action not yet initiated. DOT
has not responded to the final report
and did not address this recommen-
dation in its comments on the draft
report.

Target: Department of Transportation

Status: Action in process. DOD stat-
ed that it would make future reports
consistent but did not commit to a
specific date for doing so. SBA has not
published officially reported data since
the report, thus consistency cannot yet
be determined.

Target: Department of Defense
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Status: Action not yet initiated. EPA
agreed with this recommendation but

did not specify what, if any, action it

plans to take to reassess the FY 1983
and 1984 reports.

Target: Environmental Protection
Agency

Status: Action in process. NRC should
reassess the FY 1983 and 1984 reports
by the end of 1986. SBA has not
published officially reported data since
the report, thus consistency cannot yet
be determined.

Target: Nuclear Regulatory
Commission

Status: Action in process. Justice
reviewed the FY 1983 and FY 1984
reports and concluded that revisions to
SBA were not needed. It agreed that
reporting should be consistent. SBA
has not published officially reported
data since the report, thus consistency
cannot yet be determined.

Target: Department of Justice

Status: Recommendation valid/action
not intended. NASA erroneously
believes that the reports to SBA and
OMB are inherently different and can-
not be made consistent.

Target: National Aeronautics and
Space Administration

Status: Action not yet initiated. The
Smithsonian Institution has not yet
specifically addressed this recommen-
dation. It was not addressed in advance
comments and the Smithsonian has not
responded to the final report.

Target: Smithsonian Institution

Status: Action taken not fully
responsive. The Tennessee Valley
Authority (TVA) stated that it pro-
vided the revised figures to GAO in
March 1985. It did not specify whether
it reassessed the FY 1983 and 1984
reports or what steps it had taken
to ensure consistent reporting in the
future.
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Target: Tennessee Valley Authority

The heads of applicable agencies subject
to the non-SBIR goals provisions of
"2 act should, after reviewing the
OMB and SBA reports, provide SBA
with revised non-SBIR goals data where
necessary.

Status: Action not yet initiated. DOT
has not responded to the final report
and did not address this recommen-
dation in its comments on the draft
report.

Target: Department of Transportation

Status: Action not yet initiated. DOD
did not address this recommendation in
its comments or in the final report. It
misinterpreted this recommendation in
commenting on the draft report.

Target: Department of Defense

Status: Action not yet initiated. EPA
has not specified what, if any, action it
plans to take on this recommendation.

Target: Environmental Protection
Agency

Status: Action in process. NRC will
report revised data to SBA by the end
of 1986. SBA has not yet published
officially reported data since the report,
thus the action cannot yet be deter-
mined.

Target: Nuclear Regulatory
Commission

Status: Action not yet initiated. HHS
will provide revised data to SBA but
did not specify a date by which it would
do so.

Target: Department of Health and
Human Services

Status: Recommendation valid/action
not intended. NASA believes that
the reports to SBA and OMB are in-
herently different and cannot be made
consistent.

Target: National Aeronautics and
Space Administration

Status: Action not yet initiated. The
Smithsonian has not yet specifically
addressed this recommendation. It was
not addressed in advance comments and
the agency has not yet responded to
the final report.

Target: Smithsonian Institution

Status: Action not yet initiated. TVA
will provide revised data to SBA but
did not specify a date by which it would
do so.

Target: Tennessee Valley Authority

Status: Action not yet initiated.
USDA will provide revised data to SBA,
but as of December 30, 1986, it still
had not done so.

Target: Department of Agriculture

The heads of applicable agencies subject
to the non-SBIR goals provisions of
the act should instruct the appropriate
officials in their respective agencies
to establish goals known to officials
responsible for awarding external R&D
funds.

Status: Action not yet initiated. DOT
has not responded to the final report
and did not address this recommen-
dation in its comments on the draft
report.

Target: Department of Transportation
Status: Action not yet initiated. AID
did not specify planned actions regard-

ing this specific recommendation.

Target: Agency for International
Development

Status: Action not yet initiated. VA
did not address this recommendation

in its comments on the draft report or
in its response to the final report.

Target: Veterans Administration

Page 143

Status: Action in process. Education
is developing notices to be sent to all
senior officers informing them of goals
and requesting their help in meeting
the goals. Education did not specify a
completion date for this action.

Target: Department of Education

Status: Action not yet initiated. EPA
will issue letters to officials informing
them of goals early in the fiscal year,
beginning in FY 1987.

Target: Environmental Protection
Agency

Status: Action not yet initiated. NRC
will notify officials of goals early in
the fiscal year, beginning in FY 1987,

Target: Nuclear Regulatory
Commission

Status: Action in process. NASA
began notifying officials of goals in
March 1986, however, it is unable, as
yet, to confirm the promised action.

Target: National Aeronautics and
Space Administration

Status: Action not yet initiated. The
Smithsonian did not address this rec-
ommendation in its comments on the
draft report and has not yet responded
to the final report.

Target: Smithsonian Institution

Status: Action not yet initiated. TVA
stated that it would promptly notify
managers of the goals but did not state
a specific date by which it would do
s0.

Target: Tennessee Valley Authority

Status: Action not yet initiated.
USDA will inform officials of goals,
but as of December 30, 1986, it had
not done so.

Target: Department of Agriculture
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The Administrator, SBA, should recom-
pute agencies’ non-SBIR goals using
revised data for FY 1983 or FY 1984
that agencies provide to SBA after
reviewing previously submitted data for
consistency with data reported to OMB.
SBA should also use the recomputed FY
1983 goals as the baseline data against
which to evaluate goal achievement in
subsequent FY’s,

Status: Action in process. SBA is
recomputing agencies’ goals as they
submit revised FY 1983 and 1984 data.
Completion of this action depends on
all agencies submitting revised data.

OSTP should expand its oversight of
agencies’ SBIR programs by using

the Federal Coordinating Council for
Science, Engineering, and Research to

General Science and Basic Research

Nuclear Science: DOE Should Provide More Control in Its
Accelerator Selection Process

RCED-86-108, 04/04/86

monitor the SBIR programs in terms
of research quality.

Status: Recommendation valid/action
not intended. OSTP believes that
adequate quality assurance measures
are built into agencies’ project selection
procedures and further OSTP effort is
unnecessary. GAO rebutted the basis
for OSTP opposition in the report.

Background

Pursuant to a congressional request,
GAO reviewed the Department of
Energy's (DOE) review and selection
process for approving the Southeastern
Universities Research Association’s pro-
posal to plan, manage, and operate a
continuous electron beam accelerator
facility (CEBAF).

Findings

GAO found that DOE used unsolicit-
ed proposals in selecting the facility’s
design, which resulted in DOE: (1)
approving a contractor that had no

technical expertise to plan, manage,
and operate a CEBAF; (2) selecting a
CEBAF design that had several tech-
nical uncertainties; and (3) not identi-
fying and evaluating technologies that
were better suited for the CEBAF and
available at the time of the original
design selection. GAO also found that,
while DOE has corrected the problems
associated with using unsolicited pro-
posals, including establishing a CEBAF
project office with key personnel with
experience in constructing, managing,
and operating accelerators, it needs
to use other procurement methods for
future accelerators.
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Open Recommendations to
Agencies

The Secretary of Energy should direct
the Division of Nuclear Physics to
explore other procurement approach-
es in its future accelerator acquisi-
tions, with a view towards ensuring
that DOE: (1) considers all available
relevant technologies; and (2) retains
sufficient flexibility and control over all
aspects of such acquisitions, before and
after approval.

Status: Recommendation valid/action
not intended. DOE believes its pro-
curement methods are sound, therefore,
it disagreed with this recommendation.

GAO/OIRM-87-1 Recommendations
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seneral Science and Basic Research

Nuclear Science: Information on DOE Accelerators Should
3e Better Disclosed in the Budget

"TCED-86-79, 04/09/86

3ackground

~ response to a congressional request,
3A0 reported on issues concerning: (1)
' 2 gize and nature of the Department
»f Energy’s (DOE) investment, prior to
songressional approval, in new high-
.aergy and nuclear physics accelerator
facilities or major upgrades; and (2)
«ae events and procedures leading to
DOE review and approval for building
a continuous electron beam accelerator
facility.

Findings

GAO found that: (1) the DOE practice
of incrementally funding projects and
omitting project technical uncertainties
in budget requests makes it difficult
for Congress to assess the affordability
of such projects; (2) past DOE bud-
get requests for the upgrade of an
existing accelerator or the construction
of a new one were often based on
incomplete information; (3) the DOE
definition of a project lacks specific
criteria on when a project starts and
ends and what components should be
included; and (4) the DOE physics pro-
gram offices have defined an acceler-
ator project as the effort during con-
struction. GAO also found that: (1)
DOE budget requests frequently do not
include costs for equipment and other
project-specific components that plan-
ning documents indicate are needed
to make an upgrade or new facility
complete and operational; (2) includ-
ing these omitted costs would increase
the DOE-estimated cost of the total
upgrade from about $212 million to
$579 million; and (3) accelerator proj-
ects which incur substantial costs were
not disclosed as project-related expenses

before Congress approved the construc-
tion costs. GAO estimated the cost for
the projects’ preconstruction at about
$400 million, $352 million of which
DOE did not identify in its budget
request.

Open Recommendations to
Congress

The House and Senate Committees on
Appropriations should include a direc-
tive in the DOE appropriations legisla-
tion requiring disclosure of accelerator
project information in accordance with
the GAO recommendations to DOE.

Status: Action not yet initiated.

Target: House Committee on
Appropriations

Status: Recommendation valid/action
not intended.

Target: Senate Committee on
Appropriations

Open Recommendations to
Agencies

The Secretary of Energy should require
the Office of Energy Research to identi-
fy and clearly disclose the preconstruc-
tion costs of major accelerator projects
in the DOE annual budget submission
to Congress before committing large
resources to these projects. To achieve
this end, the Secretary should: (1)
direct the Office of Energy Research to
follow applicable internal DOE regula-
tions under which major undertakings
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should be identified as projects; and (2)
consider requiring early identification
at the time research is started or when
projects reach the stage at which they
are specific enough to be proposed to
or recommended by applicable advisory
committees.

Status: Recommendation valid/action
not intended. DOE disagreed with
this recommendation and stated that
it believes that Congress has access to
required budgetary data.

The Secretary of Energy should require
the Office of Energy Research to clarify
the definition of an accelerator proj-
ect to ensure that specific identifiable
upgrades or new facilities include all
the necessary components to make the
projects complete and operational.

Status: Recommendation valid/action
not intended. DOE disagreed with
this recommendation and stated that
it believes that Congress is aware of
the costs.

The Secretary of Energy should require
the Office of Energy Research to report
complete costs of projects along with

their technical uncertainties in the bud-
gets furnished to Congress so that the
projects’ need, affordability, and prior-

ity can be appropriately evaluated prior

. to committing resources to the projects.

Status: Recommendation valid/action
not intended. DOE disagreed with

this recommendation and stated that
Congress is aware of technical uncer-
tainties related to the projects.
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General Science and Basic Research

DOE Has Insufficient Control Over Nuclear Technology

Exports

RCED-86-144, 05/01/86

Background

Pursuant to a congressional request,
GAO reviewed the Department of
Energy’s (DOE) control over assistance
to foreign atomic energy programs,
specifically, those involving sensitive
nuclear technology.

Findings

GAO noted that: (1) the Secretary of
Energy may only authorize the expor-
tation of nuclear technology if he deter-
mines that the authorization does not
adversely affect U.S. interests, and the
Department of State concurs; (2) sensi-
tive nuclear technology (SNT) requires
specific authorization for export to recip-
ient countries, which must agree to cer-
tain conditions regarding its use; and
(3) the Nuclear Regulatory Commission
{NRC) shares responsibility with DOE
for controlling nuclear exports. GAO
found that DOE: (1) failed to estab-
lish objective standards for authorizing
exports as recommended, and its con-
trols were, therefore, inconsistent with
NRC controls; (2) authorized exports
for SNT without review and based on
factors not contained in the Nuclear
Non-Proliferation Act of 1978; and (3)
authorized, without reviewing, reports
that contained information on sensitive
nuclear facilities and operations.

Open Recommendations to
Congress

If DOE does not act to establish stand-
ards for authorizing U.S. assistance
to foreign nuclear programs, Congress
may wish to consider whether DOE-
regulated exports should be subjected
to export control standards similar

to those currently required of NRC-
licensed exports.

Status: Action not yet initiated.

Open Recommendations to
Agencies

To better ensure federal control over
the U.S. assistance provided to foreign
atomic energy programs, the Secretary
of Energy should revise the general
authorization provision of DOE regula-
tions to: (1) allow only previously pub-
lished documents readily available to
the public for the cost of reproduction to
be provided under the general author-
ization; and (2) require that any new
documents, even if based on publicly
available information, be submitted to
DOE for specific authorization if they
are being sent to restricted countries
or involve sensitive facilities.

Status: Action in process. DOE is in
the process of revising its regulations
to conform to this recommendation.

The Secretary of Energy should estab-
lish objective standards and incorporate
such standards in DOE regulations. As
a part of this effort, the Secretary
should describe how political and eco-
nomic factors will be weighed in con-
junction with objective nonproliferation
standards, such as facility safeguards.

Status: Recommendation valid/action
not intended. DOE disagrees that objec-
tive standards are needed in its regula-
tions., DOE believes that its current pro-
cedures are adequate for ensuring that
the proliferation significance of export
activities is considered along with polit-
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ical and economic factors. While DOE
has not finalized its revised regulations,
it has informed GAO that it does not
intend to adopt this recommendation.

The Secretary of Energy should devel-
op a clear interpretation of SNT and

establish criteria to be used in evalu-

ating proposed activities for SNT. The
criteria should be developed using rule-
making procedures and included in the
agency’s SNT regulation.

Status: Action not yet initiated. DOE
is planning to revise its SNT criteria
and guidelines; however, it stated that
it is not yet clear whether they will
be included in the regulations. DOE
intends to obtain experience with using
its revised SNT guidelines before mak-
ing a decision on including the guide-
lines in the regulations.

The Secretary of Energy should provide
opportunities for Subgroup on Nuclear
Export Coordination (SNEC) agencies
to review and comment on all proposed
activities reviewed by DOE, includ-
ing technical exchange activities, that
involve providing assistance to sensi-
tive foreign nuclear facilities. The inter-
agency review procedures should be
amended to reflect these opportunities.

Status: Action taken not fully

responsive. DOE has begun sending
its proposed activities involving sensi-
tive foreign nuclear facilities to SNEC
for review; however, the recommend-
ed revisions to the interagency review
procedures have not been effected.

The Secretary of Energy should clar-
ify regulations to clearly detail what
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activities qualify as indirect assistance
requiring authorization and undertake
efforts to increase the awareness of the
regulations in both the private and
public sectors, to preclude inadvertent
violations of the regulations.

Status: Action in process. DOE is in
the process of revising its regulations
to conform to this recommendation.

Space Flight

The Secretary of Energy should revise
the reporting requirements of the reg-
ulations to require persons granted
specific authorizations to provide DOE
updates of the status of their activities
when they are completed or if they are
not conducted.

Status: Action in process. DOE is in
the process of revising its regulations
to conform to this recommendation.

The Secretary of Energy should estab-
lish procedures requiring DOE to pro-
vide routine and timely dissemination
of data on activities authorized by the
Department.

Status: Action in process. DOE is in
the process of revising its regulations
to conform to this recommendation.

NASA’s Procurement of Solid Rocket Booster Motors

NSIAD-86-194, 08/26/86

Background

GAO reported on its testimony con-
cerning the National Aeronautics and
Space Administration’s (NASA) shuttle
booster rocket procurement, focusing
on: (1) the circumstances surrounding
the second-source initiative for procur-
ing solid rocket motors (SRM}; and (2)
quality control and safety at the SRM
manufacturing facility.

Findings

GAO found that: (1) in January 1986,
after repeated delays, NASA announced
its intention to establish a second SRM
production source to broaden the indus-
trial base for SRM production and
enhance national security; (2) potential
second-source contractors expressed con-
cerns that several of the ground rules
in the initiative would inhibit compe-
tition; (3) following the space shuttle
Challenger accident, NASA suspended
its second-sourcing plans until the caus-
es of the accident were determined; and
(4) neither the government nor the con-
tractor was giving potentially serious
quality control and safety problems the
management attention they deserved.
GAOQ believes that: (1) NASA plans
to determine an appropriate second-

sourcing approach following the com-
pletion of redesign studies is reason-
able; and (2) the guidelines NASA
established in January 1986 might not
have fostered competition in the motor
procurement.

Open Recommendations to
Agencies

Given its previous difficulties in devel-
oping a second source for shuttle motor
production, including the January 1986
ground rules which might not have fos-
tered competition, the Administrator,
NASA, should prepare, and provide to
Congress, a comprehensive acquisition
strategy and plan for the continued
procurement of motors. The plan should
address: (1) the NASA decision about
upgrading the motor design; (2) alter-
natives for establishing and maintain-
ing competition in future procurements;
and (3) the costs and benefits of each
alternative.

Status: Action in process, NASA has
informed GAO that, as directed by the
congressional conference committee, an
assessment will be conducted in early
1987 and a report will be submitted
to Congress.
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Before motor production resumes,
the Administrator, NASA, and the
Secretary of the Air Force should deter-
mine the number and types of govern-
ment personnel needed to adequately
ensure quality control in motor manu-
facturing operations and to acquire the
needed staff.

Status: Action not yet initiated.
NASA has informed GAO that before
production is resumed, NASA will
reassess, with the Air Force, the num-
ber and types of government personnel
needed to adequately ensure quality
control in motor manufacturing and
acquire, to the extent possible, the
needed staff.

Target: National Aeronautics and
Space Administration

Status: Action not yet initiated. The
Department of Defense has not provid-
ed its response to this recommendation
to the appropriate congressional com-

mittees.

Target: Department of the Air Force
Before motor production resumes,

NASA should identify any other mech-
anisms, including possible contractual
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incentives or penalties, needed to
ensure that the controls are properly
implemented and enforced.

Status: Action not yet initiated.
NASA has informed GAO that it will
identify and include contractual incen-

Space Science, Applications, and Technology

tives or penalties, where possible, to
ensure controls are implemented and
enforced.

NASA’s Progress in Implementing Financial Integrity Act

Requirements

NSIAD-86-3, 11/19/85

Background

GAO reviewed the National
Aeronautics and Space Administration’s
(NASA) continuing implementation
of the Federal Managers’ Financial
Integrity Act (FIA).

Findings

GAO found that NASA has improved
its FIA implementation, but: (1) used a
questionable process to identify internal
control weaknesses and failed to iden-
tify some material weaknesses; (2} did
little to change its follow-up process
for identified weaknesses; (3) cannot
ensure that certain key internal con-
trols are working as intended; and (4)
was unable to effectively use its vulner-

ability assessments because they did not

identify the areas of highest risk. GAO
also found that, while NASA has made
progress in evaluating its accounting
systems, it: (1) failed to evaluate 8 of
the 20 systems in its accounting sys-
tem inventory; (2) did not sufficiently
test the systems it did evaluate; and
(3) did not have an adequate basis to
report that its systems were in confor-
mance with the Comptroller General’s
requirements for accounting systems.

Open Recommendations to
Agencies

The Administrator, NASA, should not
report that systems of internal control,
taken as a whole, meet the require-

ments of the act until the Administrator

is ensured that the FIA program pro-
vides an adequate basis to make such
a determination.

Status: Recommendation valid/action
not intended. NASA believes that
its FIA program is in accordance
with Office of Management and Budget
(OMB) guidelines and provides an ade-
quate basis for stating that its internal
control systems met FIA requirements.
NASA does not plan to change its
reporting format unless OMB guidance
changes.

The Administrator, NASA, should
direct the Associate Administrator for
Management to ensure that NASA cen-
ters are reporting all important inter-
nal control weaknesses to the Internal
Control Working Group.

Status: Action in process. NASA
plans to review, during 1986, its pre-

sent process for reporting weaknesses to

determine if improvements are neces-
sary. On March 20, 1986, the Associate
Administrator, NASA, issued a call let-
ter which stressed the need to iden-
tify and disclose all internal control
weaknesses. The results of this action
will not be known until January 1987,
when the next FIA report is completed.

The Administrator, NASA, should
direct the Associate Administrator for
Management to ensure that NASA
managers are provided sufficient guid-
ance to allow them to comprehen-
sively evaluate automatic data proc-
essing (ADP) internal controls.

Status: Recommendation valid/action
not intended. The official NASA
response to the report stated that it
would not be cost-effective to define
controls on its thousands of applica-
tions. Since the report did not cite
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specific weaknesses, changes to the cur-
rent NASA evaluation process were not
considered necessary. However, NASA
is considering alternative evaluation
processes, but no decision has been
made.

The Administrator, NASA, should limit
the accounting systems conformance
statement to only those systems which
have been evaluated and properly tested
in operation during the NASA 2-year
accounting system evaluation cycle.

Status: Action in process. NASA
agreed that more testing could be
done; however, the benefits derived
would not justify the additional cost.
Subsequent to these comments, NASA
officials agreed to begin formalizing
an evaluation plan and to consider
computer-based testing of valid, and to
a lesser extent, invalid transactions.

The Administrator, NASA, should

direct the Comptroller to ensure that
transaction tests are performed on all
critical aspects of accounting systems
in operation, including ADP controls.

Status: Action in process. NASA
agreed that more testing could be
done; however, the benefits derived
would not justify the additional cost.
Subsequent to these comments, NASA
officials agreed to begin formalizing
an evaluation plan and to consider
computer-based testing of valid, and to
a lesser extent, invalid transactions.
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Affirmative Action: National Institutes of Health Does Not
Fully Meet Federal Requirements

e B T

HRD-886-37, 03/05/86

Background

Pursuant to a congressional request,
GAO evaluated equal employment
opportunity (EEO) and affirmative
action activities at the National
Institutes of Health (NIH), to assess
how: (1) the reorganization of the
Division of Administrative Services
affected black employees; (2) the dis-
crimination complaints process is work-
ing; (3) the affirmative action program
is working; and (4) minorities and
women are represented in the work
force.

Findings

GAO found that, although the reorgani-
zation of the Division of Administrative
Services caused anxiety among all of
the employees and some blacks felt
that they were treated unfairly, there
was no evidence that minorities were
treated differently than nonminorities,
and no employees were downgraded or
dismissed as a result of the reorga-
nization. NIH took longer to investi-
gate, render a decision on, and resolve
discrimination complaints than other
public health agencies because of inter-
nal management and personnel prob-
lems involving those responsible for the
investigations. Although NIH appoint-
ed a new division director who initi-
ated actions to improve processing, it
needs to sustain its efforts and atten-
tion to ensure further improvements.
NIH has not fully complied with four of
the eight requirements for the Equal
Employment Opportunity Commission

(EEOC) Affirmative Action Program.
Specifically, it has not: (1) established
numerical hiring goals for underrepre-
sented groups; (2) consistently imple-
mented minority and female recruit-
ment strategies; (3) collected key data
to monitor the program; and (4) com-
pleted analysis of impediments to EEQ.
GAO believes that: (1) this noncompli-
ance may have contributed to the con-
tinued underrepresentation of minori-
ties and women; and (2) NIH manage-
ment needs increased effort, strong com-
mitment, and active support to bring
its affirmative action plan into compli-
ance.

Open Recommendations to
Congress

Congress should explore the situa-
tion with the Office of Personnel
Management and EEOC to clarify what
these agencies’ current positions are
concerning the collection of flow data.

Status: Action not yet initiated.

Open Recommendations to
Agencies

The Secretary of Health and Human
Services (HHS) should direct the
Director, NIH, to comply with EEOC
Affirmative Action Program directives
by establishing numerical hiring goals
for all underrepresented groups.
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Status: Action in process. The
Secretary, in his formal response to the
report recommendations, indicated that
NIH is working to bring its Affirmative
Action Program into compliance with
EEOC directives.

The Secretary of Health and Human
Services should direct the Director,
NIH, to comply with EEOC Affirmative
Action Program directives by develop-
ing and implementing minority and
female recruitment plans in organiza-
tional components that do not have
them.

Status: Action in process. The
Secretary, in his formal response to the
report recommendations, indicated that
NIH is working to bring its Affirmative
Action Program into compliance with
EEOC directives.

The Secretary of Health and Human
Services should direct the Director,
NIH, to comply with EEQOC Affirmative
Action Program directives by identify-
ing and eliminating employment bar-
riers for minorities and women.

Status: Action in process. The
Secretary, in his formal response to the
report recommendations, indicated that
NIH is working to bring its Affirmative
Action Program into compliance with
EEOC directives.
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Financial Management: An Assessment of the Veterans
Administration’s Major Processes

AFMD-86-7, 06/27/86

Background

In response to a congressional request,
GAO reported on the Veterans
Administration (VA) financial manage-
ment process to: (1) identify and
describe the major VA financial man-
agement processes and the primary
information on which they rely; (2)
identify and assess the major financial
management implications of any weak-
nesses in this information; (3) deter-
mine if and how VA ranks veterans’
needs with service-connected health
care problems in its medical care and
construction planning; and (4) identify
and assess the processes VA uses to
rank major construction projects.

Findings

GAO found that, although VA has

a basically sound financial manage-
ment process, it does not have reli-
able, timely, and useful cost and work
load information to support this proc-
ess because: (1) it has not set realis-
tic, measurable goals for its medical
care and construction programs and
lacks the information to assess results
against such goals; (2) its financial
management systems’ design is inade-
quate; (3) its automatic data processing
system has problems; (4) its health
care planning and programming proc-
ess has not yet produced a realistic,
national health care strategy for estab-
lishing both budget and construction
priorities; (5) its major construction
planning and prioritization process has
no clear focal point of accountability
below the Administrator; and (6) the
data from the planning process and
from the facility engineer’s assessment
of each facility’s physical condition are
inadequate. GAO also found that VA
systems do not provide the per-patient

clinical and cost information required
to allocate hospital operating budgets
based on the types of patient illness-
es, and consequently: (1) hospitals lack
information about their actual costs of
treating specific patients or illnesses to
help identify ways to control those costs;
(2) VA cannot readily track patient
drug use and doctor prescription pat-
terns, making it difficult to manage
drug usage and costs; and (3) the pri-
mary medical program cost reports that
VA uses for planning, budgeting, and
budget execution are based on unreli-
able quarterly estimates.

Open Recommendations to
Agencies

The Administrator of Veterans Affairs
should take action to improve VA bud-
get execution for medical care by using
a cost accounting system which cap-
tures costs and work load data on a
more specific and managerially useful
basis, such as diagnostic-related groups
(DRG) or individual patient. The cap-
ture of data by DRG would permit hos-
pitals to better control excessive costs
related to DRG. Since VA allocates
hospital budgets on the basis of work
load and costs as measured by DRG,
its accounting system should be able
to capture work load and costs on the
same basis.

Status: Action not yet initiated. VA
has not yet provided its official response
to the report.

The Administrator of Veterans Affairs
should take action to improve VA bud-
get execution for medical care by set-
ting standards for many of the inputs
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to medical care to provide managers
with reports showing variances between
planned versus actual work load and
costs. The Brockton/West Roxbury proj-
ect is reviewing a well-developed vari-
ance reporting system that might be
applicable.

Status: Action not yet initiated. VA
has not yet provided its official response
to the report.

The Administrator of Veterans Affairs
should take action to improve VA bud-
get execution for medical care by incor-
porating a modeling function within
its management information system to
permit managers to analyze projections
of the probable consequences of alter-
native changes in budget work loads
and costs.

Status: Action not yet initiated. VA
has not yet provided its official response
to the report.

The Administrator of Veterans Affairs
should take actions to improve the VA
budget formulation process for medi-
cal care, including: (1) the use of a
casemix approach to develop its budget,
which would involve using costs which
are more clearly related to VA esti-
mates of veterans’ medical needs; (2}
the development of an approach to bud-
get formulation which would emphasize
the role of field management, not only
Central Office management, and would
foster better communication and under-
standing between the participants and
improve the delivery of medical care;
and (3) the use of cost and work load
data by DRG to improve the linkage
between budget formulation and exe-
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cution and to develop more accurate
budget estimates.

Status: Action not yet initiated. VA
has not yet provided its official response
to the report.

To make its Medical-District-Initiated
Program Planning (MEDIPP) system
more useful to both medical care plan-
ners, decisionmakers, budget officers,
and Congress, the Adminigtrator of
Veterans Affairs should: (1) develop a
clearly ranked set of national medical
care goals and objectives to guide both
MEDIPP planners and those who pri-
oritize medical care construction proj-
ects; (2) establish a planning frame-
work based on a projection of the types
of illnesses, for which future veterans
are expected to request care, and an
analysis of the resources necessary to
provide that care; (3) systematically
collect and use veteran eligibility data
in planning to meet the needs of the
greatest number of veterans authorized
to receive VA medical care in the order
of their priority for receiving care; and
(4) develop a systematic mechanism to
link the results of MEDIPP with the
budget process.

Status: Action not yet initiated. VA
has not yet provided its official response
to the report.

The Administrator of Veterans Affairs
should continue efforts to: (1) improve
the reliability and usefulness of the
data bases with planning applications,
giving priority to current efforts to
develop a system of capturing clinical
work load and cost data on a per
patient, per illness, and clinic stop
basis; and (2) use one or more dollar
ceilings to guide MEDIPP planners in
their assessment of alternative medical
care strategies.

Status: Action in process. VA is
developing a system that would cap-
ture patient clinical and cost data. It
is uncertain when this system will
be operable. Beginning with MEDIPP
plans submitted in November 1986,
MEDIPP planners are using a dollar
ceiling in plan development.

To correct the weaknesses in the VA
construction process, the Administrator
of Veterans Affairs should develop a
phased strategy to include actions that
would: (1) require that MEDIPP pro-
duce a national medical care strategy,
with clearly defined medical care pri-
orities, and the construction projects to
support those priorities; (2) establish a
comprehensive set of design standards
for each major type of VA medical
care facility for use in the construction

Consumer and Occupational Health and Safety
Legislative Changes and Administrative Improvements

Should Be Considered for FDA To Better Protect the Public
From Adulterated Food Products

HRD-84-61, 09/26/84

process; (3) establish a comprehensive
set of work load, staffing, and space
design standards for each major func-
tion in a VA medical care facility; (4)
establish clear milestones for the plan-
ning, design, and construction of each
major type of facility; and (5) clearly
define the roles and responsibilities of
major participants and assign primary
responsibility and accountability to one
office for both the timeliness and results
of each major step of the process.

Status: Action not yet initiated. VA
has not yet provided its official response
to the report.

The Administrator of Veterans Affairs
should take action to improve financial
management information by calculat-
ing and recording an accrual, which
includes an estimate of benefit pay-
ments to be paid to those individuals
currently in military service. The lia-
bilities of the compensation and pension
programs would then be more fairly
stated and this information could be
used for planning purposes.

Status: Action not yet initiated. VA
has not yet provided its official response
to the report.

Background

Pursuant to a congressional request,
GAOQ evaluated the Food and Drug
Administration’s (FDA) efforts to
remove adulterated food products from
the market and attempted to deter-
mine whether FDA needs additional
authority to carry out its mission. GAO
reviewed food recalls, food seizures, and

prosecution actions carried out by FDA
from 1980 to 1982.

Findings

GAO found that, while FDA is author-
ized to seize adulterated foods, it is
not authorized to detain such prod-
ucts while seizure actions are being
processed by FDA and the Justice
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Department. FDA frequently requests
states to detain adulterated foods or
requests firms to voluntarily hold food
products. However, GAO found several
instances where products were unavail-
able for seizure by the time seizure
actions were processed. GAQ believes
that: (1) if FDA had detention author-
ity over adulterated foods, similar to
its authority over medical devices, it
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could prevent greater amounts of adul-
terated foods from reaching the market;
and (2) FDA could more easily remove
adulterated foods from the market if
it had the authority to review food
manufacturers’ production and distri-
bution records. GAO also found that:
(1) FDA could hasten the seizure proc-
ess by eliminating several levels of
review within FDA; (2) FDA has not
adequately monitored recalled foods to
ensure that recalled products are recon-
ditioned; and (3) fines assessed for vio-

lations of federal laws pertaining to
adulterated foods are relatively small.

Open Recommendations to
Congress

Congress should consider whether FDA
needs specific authority to detain adul-

Status: Action not yet initiated.

Congress should consider amending the
Food, Drug, and Cosmetic Act to give
FDA authority to review production
and shipping records after it has found
that a firm is producing adulterated
food products.

terated foods while the agency processes Status: Action not yet initiated.

seizure requests internally and through
the Department of Justice.

Consumer and Occupational Health and Safety

Food Inspections: FDA Should Rely More on State Agencies

HRD-86-2, 02/18/86

Background

Pursuant to a congressional request,
GAO reviewed whether the Food and
Drug Administration (FDA) could place
greater reliance on state agencies to
inspect the sanitation conditions of the
food manufacturing establishments in
its current inventory.

Findings

GAO noted that FDA does not specify
the frequency with which food sanita-
tion inspections should be conducted
but selects establishments for inspec-
tion based on products produced, the
potential health risk involved, and
the industry’s inspection history. GAO
found that: (1) 57 out of 69 food estab-
lishments in the FDA active invento-
ry were routinely inspected by state
agencies on an average of every 7
months; (2) over half of the estab-
lishments had 10 percent or less inter-
state sales; and (3) of the 57 firms sam-
pled, 23 had one or more routine inspec-
tions where serious sanitation prob-
lems were noted. GAO also found that:
(1) FDA justified keeping 69 estab-
lishments in its inventory because they
had a large volume of business, pro-
duced products that had the potential

for sanitation problems, or were sub-
ject to consumer complaints and label-
ing problems involving food and color
additives; (2) where seriously unsani-
tary conditions are noted, state agen-
cies inspect such establishments twice
as frequently as other establishments;
(3) consumer complaints could be for-
warded to state agencies for follow-

up procedures; and (4) in view of the
stateg’ significant roles in regulating
the condition of food manufacturers,

FDA inspections of most of the estab-
lishments are not warranted.

Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to review the
current inventory and determine the
establishments that should be removed,
considering state inspection frequency,
policies, results, interstate commerce,
and sales volume.

Status: Action in process. Estimated

completion date: 10/87. FDA estab-
lished a committee to make recommen-
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dations regarding criteria to be followed
in allocating resources for food sanita-
tion inspections. Recommendations are
expected to be implemented in fiscal
year (FY) 1987.

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, in conjunction
with state inspection agencies, to begin
developing a strategy for future inspec-
tion of establishments with a history
of serious or very serious sanitation
problems to help ensure that these
establishments are in compliance with
applicable food laws and regulations.

Status: Action in process. FDA
is working closely with state agen-
cies regarding work planning, use of
computers in monitoring food estab-
lishments, and national pesticide data
programs.

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to consider the
current level and allocation of inspec-
tion resources devoted to the food sani-
tation programs and make appropriate
adjustments, recognizing the reduced

GAO/OIRM-87-1 Recommendations
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inventory and extent of inspection cov-
erage needed to adequately monitor
food manufacturing establishments.

Status: Action in process. Estimated
completion date: 09/87. FDA is
presently reviewing its state contract

program to determine if changes are

needed for FY 1987 and 1988.

Consumer and Occupational Health and Safety

Laboratory Analysis of Product Samples Needs To Be More

Timely

HRD-86-102, 09/30/86

Background

GAO reviewed the Food and Drug
Administration’s (FDA) field laborato-
ries, specifically: (1) their timeliness
in processing product samples to deter-
mine if they were violative; and (2)
measures FDA could implement to
improve this process.

Findings

FDA district office investigators collect
and ship samples to laboratories for
analysis and classification as: (1) com-
pliance samples, which FDA believes
are possibly violative; or (2) surveil-
lance samples, collected to obtain safety
and other data. To achieve its consumer
protection responsibilities, FDA must
quickly identify and remove known
or suspected violative products from
the market. GAO found that FDA: (1)
has not given its laboratories sufficient
guidance on how quickly they should
process such products; (2) does not
monitor or evaluate field performance
in meeting processing-time guidelines;
and (3) has not given the laborato-
ries guidance on managing the flow of
samples into inventory or adequately
controlling inventory size. Since labo-
ratory documentation requirements add
to sample processing time, FDA has
allowed abbreviated reports of sample
test results in some cases. However,
many field laboratories have not used
the abbreviated report. GAO previously
proposed that Congress consider giv-
ing FDA broader detention authority
to help keep violative products off the
market, FDA believes that the deten-
tion period should be the 30 days after
sample collection, which would require

a shortening of the laboratory proe-
essing time to allow time for the neces-
sary legal actions to seize the violative
products.

Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to establish time-
frame guidelines for field laboratories’
processing of all samples, consistent
with the four sample processing priority
designators used by the laboratories.

Status: Action not yet initiated. FDA
expects to begin action in November
1986.

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to establish proce-
dures that require district offices’ inves-
tigations and laboratory branches to
coordinate and schedule the collection
of surveillance samples.

Status: Action not yet initiated. FDA
expects to begin action in November
1986.

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to establish pro-
cedures that require the investigations
branch to collect surveillance sam-
ples in accordance with the collection
schedule developed with the laboratory
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branch, unless an emergency should
arise,

Status: Action not yet initiated. FDA
expects to begin action in November
1986.

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to establish proce-
dures that require laboratory directors
to continue to prepare schedules for
receipt of surveillance samples tested
for other districts and require these
districts to follow the prepared sched-
ules, unless agreements on deviations
from the schedules are reached with
the laboratory.

Status: Action not yet initiated. FDA
expects to begin action in November
1986.

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to establish proce-
dures that require laboratory directors
to determine an approximate inventory
size that will permit the processing of
samples within the time-frame guide-
lines established by FDA,

Status: Action not yet initiated. FDA
expects to begin action in November
1986,

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to establish a pol-
icy that prohibits the dumping of prod-
uct samples into the laboratory’s inven-
tory.

GAO/OIRM-87-1 Recommendations
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Status: Action not yet initiated. FDA
expects to begin action in November
19886.

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to assess the
simplified analytical documentation
practices used by various FDA labo-
ratories, including eliminating detailed
step-by-step descriptions of the analy-
ses performed on nonviclative samples,
and determine their applicability to all
FDA laboratories.

Status: Action not yet initiated. FDA
expects to begin action in November
1986.

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to define the uni-

verse of samples that should be covered
by abbreviated reporting.

Status: Action not vet initiated. FDA
expects to begin action in November
1986.

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to develop a stand-
ardized abbreviated form and imple-
ment its use as FDA policy on a
laboratory-wide basis.

Status: Action not yet initiated. FDA
expects to begin action in November
1986.

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to change the lab-
oratory management system sample pri-

ority classifications to those used by the
laboratories in setting processing prior-
ities to: (1) enable laboratory managers
to better schedule the testing of sam-
ples; and (2) give laboratory managers
greater monitoring capability over lab-
oratory performance.

Status: Action not yet initiated. FDA
expects to begin action in November
1986.

The Secretary of Health and
Human Services should direct the
Commissioner, FDA, to evaluate field
laboratory performance in meeting the
time-frame guidelines.

Status: Action not yet initiated. FDA
expects to begin action in November
1986.

Health Care Services

Improving Medicaid Cash Management Will Reduce

Federal Interest Costs

HRD-81-94, 05/29/81

Background

GAQO reviewed the state systems for

recovering Medicaid overpayments to

providers and for returning the fed-

eral share of these overpayments to

the Department of Health and Human
Services (HHS).

Findings

GAO found that over $11 million in
Medicaid and other program funds
were in non-interest-bearing checking
accounts in three states. Because the
banks had use of this money, the feder-
al and state governments lost incurred
interest of over $1.3 million. One of
the banks involved reported earning

$512,000 on the Medicaid funds it
held for an 11-month period. Some
states drew federal funds in excess of
current disbursement needs, invested
the balances, and retained the inter-
est earned. States had not returned the
federal share of $23 million it identified
but uncollected overpayments. The time
that elapsed between when states made
cash collections and when they returned
the federal share enabled states to eam
substantial amounts of interest on fed-
eral funds.

Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the
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Administrator, HCFA, to modify the
procedures through which the federal
share of recovered Medicaid overpay-
ments are returned to eliminate the
long elapsed time between recovery and
return of the federal share.

Status: Action in process. Section
9512 of the Consolidated Omnibus
Budget Reconciliation Act of 1886
requires that overpayments be recouped
in 62 days, regardless if the state has
collected the overpayment. HCFA is
rewriting the proposed regulations to
conform to the law.

GAO/OIRM.87-1 Recommendations
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Health Care Services

Will There Be Enough Trained Medical Personnel in Case

of War?

HRD-81-67, 06/24/81

Background

The military services medical depart-
ments have two missions: (1) to provide
peacetime care to eligible beneficiaries;
and (2) to maintain readiness to meet
wartime contingencies. Pursuant to a
congressional request, GAO reviewed
the extent to which wartime military
medical personnel shortages exist, what
was being done or could be done to
overcome the shortages, and how well
available personnel were trained for
wartime missions.

Findings

An analysis of Department of Defense
(DOD) data shows that the number and
types of medical personnel in the active
duty and reserve forces fall far short of
the total projected personnel require-
ments for the current, most demand-
ing wartime scenarios. DOD projections
show that shortages of physicians, nurs-
es, and enlisted medical personnel
would be most severe, reduce capacity
to deliver wartime care, and begin to

occur soon after mobilization. Shortages
of surgical personnel would be especial-
ly critical. Some other enlisted specialty
shortages would also be critical because
no pretrained pool exists in the civilian
sector. To plan effectively for wartime
contingencies, DOD planners need data
not only on total medical personnel
requirements, but also on what por-
tion of those requirements DOD can
actually use in its own military hospi-
tals. It has made little progress toward
implementing plans and initiatives to
increase its capabilities in these per-
sonnel shortage areas. DOD medical
readiness planning has focused on long-
range goals and objectives to address
anticipated changes in threat, person-
nel, and other factors in future years.
Federal mobilization planners believe
that the civilian sector has enough
medical personnel to augment most
military mobilization needs. Selective
Service System (SSS) planners have
not determined the rate at which med-
ical personnel could be brought into the
military if mobilization occurred. Other
alternatives are available to DOD in
planning to overcome shortages of med-
ical personnel after mobilization.

Open Recommendations to
Agencies

The Secretary of Health and Human

Services should ascertain the extent to
which: (1) civilian medical personnel

will be required and available in the

civilian sector during mobilization; and
(2) DOD can rely on civilian medical

personnel as it plans its mobilization

efforts.

Status: Action in process. Estimated
completion date: 12/86. HHS began
implementing this recommendation
through its participation in the
Emergency Mobilization Preparedness
Board (EMPB) and the National
Disaster Medical System. It participated
in an EMPB task force in assessing
the availability of civilian physicians.
In July and August 1986, HHS began
assessing the availability of PHS uni-
formed physicians. It hopes to complete
this by December 1986.

Health Care Services

State Veterans’ Homes—Opportunities To Reduce VA and
State Costs and Improve Program Management

HRD-82-7, 10/22/81

Background

State homes provide hospital, nurs-
ing home, and domiciliary care to
needy, disabled veterans. The Veterans
Administration (VA) helps states defray
the costs of operating and constructing

state homes through per diem payments
and construction grants. GAO reviewed
the state home program to find out if:
(1) VA was effectively administering
the program; (2) if the method used to
help states pay for the care provided
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should be changed; and (3) the homes
were capable of providing quality care.

Findings
Because VA was not properly certifying

the levels of care needed by veterans

GAO/OIRM.87-1 Recommendations



Health

admitted to state homes, hospital and
nursing home per diem rates were paid
unnecessarily for many veterans requir-
ing lower levels of care. The improp-
er certifications occurred because VA
physicians were not independently ver-
ifying the patients’ need for the lev-
els of care requested by the homes.
Changes in the method of reimbursing
states for the care provided to veter-
ans in state homes are not needed.
The homes have been able to main-
tain or expand the services provided
to veterans under the current method.
Alternatives to increased VA funding
exist. State homes could obtain more
revenues from veterans receiving VA
peasions, and part of the cost of care
provided to some veterans could be
recovered from Medicare or private
health insurance. Because VA has not
effectively planned and coordinated the
construction or use of VA hospitals,
state homes, and contract community
nursing homes, VA and state home
facilities may be constructed in areas

having too many community or state

nursing home beds while not enough

beds may be available in other areas.

State homes are capable of providing

quality nursing home and domiciliary

care to their patients, but they have

only limited acute hospital care capa-

bilities. VA inspections may not identi-
fy deficiencies because inspectors were
not evaluating the surgical care pro-

vided by state home hospitals and were
limiting the scope of their assessments
because of a lack of guidance on how

to assess compliance.

Open Recommendations to
Congress

Congress should consider amending 38
U.S.C. 3203 to extend the pension
reduction criteria to cover care being
furnished in state homes and to author-
ize VA to transfer the money withheld

to the states to help pay for the vet-
erans’ care.

Status: Action not yet initiated.

Open Recommendations to
Agencies

The Administrator of Veterans Affairs,
through the Chief Medical Director,
should revise state home standards to
provide specificity and guidance such as
that provided in the Joint Commission
on Accreditation of Hospitals and
Department of Health and Human
Services (HHS) standards.

Status: Action in process. Estimated

completion date: 12/86. Standards were
drafted and approved. Final processing
and printing remain to be accomplished.

Health Care Services

Guidance and Information Needed on the Use of Machine
Readable Claims Under Medicare and Medicaid

HRD-82-30, 12/16/81

Background

GAO surveyed the: (1) extent that
Medicare and Medicaid providers use
machine readable claims and billing
service companies; and (2) implica-
tions of their use on claims processing
agent operations such as administra-
tive costs, utilization and quality con-
trol reviews, and reimbursement deter-
minations. GAO was also interested
in whether there were any potential
conflicts of interest between claims proc-
essing agents and billing service com-
panies.

Findings

The Health Care Financing
Administration (HCFA) needs to

improve controls over machine readable
claim systems in use under Medicaid
and should obtain information so that
it can develop policies for implement-
ing the most effective and efficient
systems for processing such claims.
HCFA has established controls for the
use of machine readable claims in
the Medicare program, but not in
the Medicaid program. In addition,

it has not issued similar guidelines
to state Medicaid agencies or assiat-
ed them in developing machine read-
able claims systems. State Medicaid
agencies using fiscal agents could expe-
rience problems if fiscal agents have
ownership interests in billing compa-
nies because potential conflicts of inter-
est could arise from the relationship
between the fiscal agent processing the
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claims and the billing company submit-
ting them. Although there is no HCFA
guidance for the Medicaid program on
this conflict of interest issue, HCFA
has developed a proposed new Medicaid
Management Information System which
requires states to be able to receive
inpatient hospital claim data in the
machine readable format required by
the Medicare Program. However, the
system’s requirements will not establish
any guidelines for the use of machine
readable claims. HCFA needs to gath-
er and analyze data on the benefits
of machine readable claims. Limited
available data show that machine read-
able claims offer significant potential
savings to the federal government and
the states.

GAO/OIRM-87-1 Recommendations
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Open Recommendations to
Agencies

The Administrator, HCFA, should gath-

systems used by Medicare and Medicaid

claims processing agents to determine

their relative costs and benefits so that

policies encouraging the most effective

er and analyze sufficient data on the dif- and efficient systems for Medicare and

ferent types of machine readable claims

Medicaid can be developed.

Status: Action in process. Estimated
completion date: 03/87. A contract to
study this issue has been awarded. A
report is expected in the end of 1986.

Health Care Services

Need To Establish Medicaid Standards for Intermediate
Care Facilities for the Mentally Retarded

HRD-82-57, 04/16/82

Background

GAO reviewed the growth of small,
community-based intermediate care
facilities for the mentally retarded
{ICF/MR), primarily in New York State.
Findings

In certain circumstances, states can
temporarily waive compliance with fed-
eral ICF/MR standards and can certify
for Medicaid reimbursement facilities
which do not meet all of the stand-
ards. With few exceptions, ICF/MR
having 15 clients or fewer initial-

ly certified by New York State had
major deficiencies, and more than
half still had major deficiencies when
recertified. The Health Care Financing
Administration (HCFA) is attempting
to recover about $7 million of feder-

al Medicaid funds which it believes
were inappropriately provided to those
facilities since their initial certification.
Medicaid payments for services in an
ICF/MR are authorized if the facility’s
primary purpose is to provide health
or rehabilitation services for mentally
retarded individuals, the facility meets
HCFA standards, and individuals in
the facility are receiving active treat-
ment. Regulations allow termination of
provider agreements based on recur-
ring deficiencies. However, the regu-
lations do not define when a facil-
ity’s capacity to give adequate care
is seriously limited or provide ade-
quate guidance as to when a state
should deny certification because of a
lack of active treatment. Appropriate

guidelines would ensure that clients
receive adequate care, Medicaid funds

are appropriately spent, and regional
offices have guidelines to review state
programs.

Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to establish
which standards for ICF/MR cannot
be waived and must be met before a
state can certify a facility as eligible
for Medicaid reimbursement.

Status: Action in process. Proposed
revisions to HCFA ICF/MR standards
were published in the Federal Register
on March 4, 1986.

e

Health Care Services

Medicare/Medicaid Funds Can Be Better Used To Correct
Deficiencies in Indian Health Service Facilities

HRD-83-22, 08/16/83

Background

GAOQO reviewed the Indian Health

Service’s (IHS) management of funds
collected from Medicare and Medicaid
programs for services provided in its

facilities to Indians eligible for these

programs. IHS is required by law to use

the funds collected to make improve-
ments in its facilities to enable them

Findings

In 1976, only half of IHS hospitals met
the Medicare/Medicaid standards. IHS

to meet and remain in compliance with began applying its Medicare/Medicaid

Medicare/Medicaid standards.

Page 157

funds toward the objective of bringing
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all of its facilities into compliance with
the standards and, by October 1981,
the objective was achieved. IHS now
spends the funds primarily on recur-
ring costs needed to maintain compli-
ance. However, IHS has established

a practice that results in the allo-
cation of available Medicare/Medicaid
collections to the facility that provid-
ed the services rather than redirect-
ing them to the most needy facili-
ties, This practice has not ensured
that the facilities most in need of
funds receive them and has resulted
in the accumulation of a large, unob-
ligated balance of Medicare/Medicaid
collections. GAQO also found that the
IHS Medicare/Medicaid billing and col-
lection system is much more costly than
those of private hospitals because: (1)

IHS is not able to take advantage of the
economies afforded by volume billing;
and (2) the involvement of multiple
IHS organizational levels in the pri-
marily manual system is cumbersome
and results in additional work through
the maintenance of duplicate records.

Open Recommendations to
Agencies

The Secretary of Health and Human
Services should direct the Assistant
Secretary for Health to increase the
efficiency of the IHS Medicare/Medicaid
billing and collection system by such
means as eliminating duplicative func-
tions among the various IHS organiza-

tional levels and increasing automation
of the system where justifiable by cost
savings.

Status: Action in process. Estimated
completion date: 10/87. THS automat-
ed the processing system for Medicare
outpatient claims and is developing
an automated process for Medicare
inpatient and outpatient claims. THS
believes that it is not feasible to auto-
mate all Medicaid inpatient claims,
but it is working to automate the
process in certain high volume states.
Implementation of the computerized
system will take several more years.

Health Care Services

Hospital Merger Increased Medicare and Medicaid
Payments for Capital Costs

HRD-84-10, 12/22/83

Background

Pursuant to a congressional request,
GAOQ investigated the acquisition of
the assete of Hospital Affiliates
International, Inc. (HAI) by the
Hospital Corporation of America (HCA).
GAO used the merger as an example of
changes in hospital costs under current
Health Care Financing Administration
(HCFA) Medicare policies for reim-
bursement of capital expenses after
changes in hospital ownership. GAO
focused on changes in interest, depreci-
ation, and home office expenses because
these costs are most likely to increase
as a result of such acquisitions.

Findings

GAO found that capital costs at the
acquired hospitals increased by about
$55 million during the first year
after the acquisition. This resulted

from increased interest and depreci-
ation expenses. These increases were

only partially offset by decreases in
home office costs. While HCA believes
that management improvements insti-
tuted in the acquired hospitals will
result in substantial savings, GAO was
unable to evaluate the claimed savings
because HCA was unable to quantify
them. GAO also found that, at the
two hospitals evaluated, per-patient-day
Medicare and Medicaid costs increased.
GAO questioned the procedures HCA
used to allocate interest to, and compute
depreciation on, the acquired hospitals.
GAO found that: (1) HCA allocated
debt and related interest to Medicare
using a method different from that pre-
scribed by HCFA, resulting in higher
capital costs being allocated; (2) HCA
discounted the debt assumed from HAI
that bore below-market interest rates
at the time of acquisition, increasing
the amount of interest claimed from
Medicare; and (3) HCA assigned inac-
curate values to the real assets because
of inconsistent appraisal and depreci-
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ation practices. GAO also questioned
the accuracy and independence of the
appraisal because the appraised values
were changed at the request of HCA.

Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to ensure that
the intermediaries consider the GAO
findings when finalizing the amount
of increased costs associated with this
acquisition that will be recognized as
allowable by Medicare.

Status: Action in process. HCFA is
working to resolve the issues raised in
the report.
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Health Care Services

Inadequate Controls Over Medicare Payments for Once-in-
a-Lifetime Physician Procedures

HRD-84-23, 02/13/84

Background

GAO evaluated the controls that
Medicare carriers have over payments
for once-in-a-lifetime physician proce-
dures. The Health Care Financing
Administration (HCFA) promulgates
program regulations and defines such
procedures as certain types of surgical
operations and initial service visits.

Findings

GAO found that there is a fairly
widespread lack of compliance with
the HCFA requirement to control
payments for these physicians proce-
dures. Overpayments at the two carri-
ers reviewed by GAO indicated that

overpayments are probably substantial
nationwide.

Open Recommendations to
Agencies

The Administrator, HCFA, should
develop a core list of codes to be
controllied as once-in-a-lifetime proce-
dures while implementing the HCFA
Common Procedure Coding System and
require carriers to have edits for these
procedures.

Status: Action in process. Estimated
completion date: 12/86. HCFA is devel-

oping a core list of once-in-a-lifetime
procedures.

The Administrator, HCFA, should

examine the desirability of requiring
carriers to make use of procedures

that can only be performed once on
& beneficiary a permanent part of

beneficiaries’ records.

Status: Action in process. Estimated
completion date: 12/86. HCFA is still
studying the desirability of requiring
carriers, as a permanent part of a

beneficiary’s record, to note the per-
formance of once-in-a-lifetime proce-
dures.

Health Care Services

Medicare Reimbursements for Conventional Eyeglasses

HRD-84-44, 03/07/84

Background

GAO reviewed the administration of
Medicare reimbursements for cataract
surgeries and prosthetic lenses by seven
carriers in seven states.

Findings

In addition to the prosthetic lenses
which physicians prescribe to restore
useful vision in patients who have
aphakia, because the natural lens of the
eye is absent or was removed because
of a cataract, conventional eyeglasses
are usually prescribed for patients to
provide refractive correction. Medicare
has been paying for cataract eyeglasses
or any combination of prosthetic lenses
determined to be medically necessary

to restore vision after the removal of
the natural lens. However, Medicare
does not pay for routine eye care or
for conventional eyeglasses for the non-
aphakic beneficiary and has specifically
excluded conventional eyeglasses from
coverage. GAO estimated that the seven
Medicare carriers reviewed paid about
$6 million in 1982 for conventional
eyeglasses worn by aphakic and pseu-
dophakic beneficiaries. GAO found that
the conventional eyeglasses worn by
the aphakic or pseudophakic patient
perform the same function as eyeglass-
es worn by the nonaphakic patient.
Because coverage of conventional eye-
glasses which provide refractive cor-
rection is specifically excluded under
Medicare, covering such eyeglasses for
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aphakic and pseudophakic beneficiaries
is inconsistent with Medicare law.

Open Recommendations to
Agencies

The Administrator of the Health
Care Financing Administration (HCFA)
should discontinue Medicare payments
for conventional eyeglasses for aphakic
and pseudophakic beneficiaries.

Status: Action in process. HCFA is in
the process of developing a regulation
that would implement this recommen-
dation.
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Health Care Services

Expanded Federal Authority Needed To Protect Medicare
and Medicaid Patients From Health Practitioners Who

Lose Their Licenses
HRD-84-53, 05/01/84

Background

GAO obtained information on health
care practitioners in three states who
had their licenses revoked or suspended
to determine whether they were relo-
cating and continuing to treat patients
under the Medicaid and Medicare pro-
grams in other states.

Findings

GAO found that, when a state licensing
board revokes or suspends a practition-
er’s license, Medicare and Medicaid are
informed that he can no longer legally
provide services in that state. However,
sanctioning action by one state does
not automatically result in sanction-
ing by other states where the prac-
titioner holds licenses. GAO obtained
information on 328 sanctioned practi-
tioners who had their licenses revoked
or suspended for a year or more dur-
ing the period from January 1977

to December 1982. The practitioners
were sanctioned for such offenses as
drug trafficking, malpractice, alcohol
and drug abuse, immoral conduct, pri-
vate insurance fraud, and submitting
false Medicare or Medicaid claims, Of
the 328 sanctioned practitioners, 122
held licenses in at least one state
other than the state which took action
against them; 39 relocated and enrolled
in the Medicare and/or Medicaid pro-
grams; 10 relocated, but no Medicare
or Medicaid participation was identified;
and 43 held licenses in other states but
could not be located. Under Medicare
and Medicaid law, the Department of
Health and Human Services (HHS)
can exclude practitioners from parti-
cipation in these programs only for
acts committed against the program
or its beneficiaries. GAO believes that
HHS could better protect Medicaid and
Medicare beneficiaries if it had extend-
ed authority to exclude unqualified

practitioners from participating in these
programs.

Open Recommendations to
Agencies

The Secretary of Health and Human
Services should direct the HHS
Inspector General to include in
the Health Care Program Violation
Information System all practitioners
sanctioned by state licensing boards.

Status: Action not yet initiated. Both
the Senate and House passed a bill
which would require HHS to have avail-
able the recommended information.
Neither bill was enacted. Congressional
intent to reintroduce legislation is
unknown. The agency is currently con-
sidering available options.

Health Care Services

Payment Rates for Ambulatory Surgery Centers Are
Higher Than Intended by HCFA

HRD-84-67, 07/12/84

Background

GAO examined the methodology used
by the Health Care Financing
Administration (HCFA) for establishing
the standard overhead amounts to
be paid to ambulatory surgery cen-
ters (ASC) and compared the cost

to Medicare for surgery performed in
ambulatory versus inpatient settings.

Findings

The Omnibus Reconciliation Act of 1980
authorized payments under Medicare
to ASC to cover their operating costs.
The payment amounts, called standard
overhead amounts, were to be based on
the HCFA estimate of the costs gen-
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erally incurred by ASC in furnishing
gervices in connection with ambulatory
surgery. Also, the standard overhead
amounts were to be set at a level that
would ensure that the Medicare costs of
services in ASC would be substantial-
ly less than the costs of the surgeries
if performed on a hospital inpatient
basis. GAO found that HCFA set stand-
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ard overhead amounts for ambulatory
surgery that appear to save Medicare
program dollars. However, in comput-
ing the standard overhead amounts,
HCFA did not adjust charge data by
the cost-to-charge ratio as intended.
As a result, the standard overhead
amounts are 10 percent higher than
intended. GAO believes that better data
should now be available than the lim-
jted information HCFA had when it
established ASC payment rates. HCFA
should begin the process of reevaluat-
ing the rates.

Health Care Services

Open Recommendations to
Agencies

The Administrator, HCFA, should
recompute ASC payment rates to incor-
porate the cost-to-charge adjustment.

Status: Action in process. Estimated
completion date: 07/87. HCFA intends
to implement this recommendation at
the same time it implements the other
recommendation in this report.

The Administrator, HCFA, should
obtain more complete and current data
on ASC costs and develop payment
rates from it.

Status: Action in process. Estimated
completion date: 07/87. HCFA devel-
oped and distributed a data collection
form to gather the needed data. The
Omnibus Budget Reconciliation Act of
1986 requires HCFA to update the pay-
ment rate for ASC by July 1, 1987,
and annually thereafter. Those rates
will form part of a cap for payments
to hospitals for outpatient surgery.

Opportunities To Reduce Medicare Payments for
Prosthetic Lenses While Enhancing Nationwide
Uniformity of Benefits

HRD-85-25, 01/10/85

Background

GAOQO discussed two opportunities for
reducing the large number of Medicare
payments for prosthetic eye lenses after
cataract surgery and for ensuring that
beneficiaries are provided with consis-
tent benefits.

Findings

GAO found that some of the Medicare
beneficiaries who have cataract surgery
later obtain multiple replacement pros-
thetic lenses. GAO found that, because
Medicare regulations do not establish
specific limits on the number of replace-
ment lenses for which it will pay, limits
among the carriers varied from strin-

gent limits to none at all. GAO also
found that physicians were receiving

overly high payments for their services
compared to allowed charges for other
similar procedures. GAO estimates that
improved guidance by the Department
of Health and Human Services (HHS)
could have resulted in a reduction in
Medicare allowed charges of at least
$7.4 million during 1982 in areas served
under 7 of the program’s 49 claims
processing contracts.

Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the
Administrator of the Health Care
Financing Administration (HCFA) to
develop and implement guidance to
require that carriers establish cost-
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based reimbursements for prosthet-
ic lenses and separate reasonable
allowances for the professional services
related to fitting cataract eyeglasses
and contact lenses.

Status: Action in process. HCFA
changed the carrier manual by instruct-
ing carriers to base the reimburse-
ment of interocular lenses on prevail-
ing charges and consider actual acqui-
sition cost plus a handling fee. The
Consolidated Omnibus Reconciliation
Act of 1985 directed HCFA to establish
separate payment amounts for the com-
ponents and apply the inherent reason-
ableness criteria. HCFA is reviewing
the regulations.

GAQ/OIRM-87-1 Recommendations
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Changes Needed in Medicare Payments to Physicians
Under the End Stage Renal Disease Program

HRD-85-14, 02/01/85

Background

GAO reviewed a new method of
physician reimbursement in the End
Stage Renal Disease (ESRD) pro-
gram which is administered by the
Health Care Financing Administration
(HCFA). Since August 1983, renal
physicians are reimbursed for outpa-
tient care on the basis of a month-
ly capitation payment and for inpa-
tient care on a fee-for-service basis.
GAOQO evaluated the HCFA methodol-
ogy for deriving the monthly capita-
tion payment to determine if it accu-
rately reflected the services provided
and evaluated whether physician pay-
ments were properly determined.

Findings

The HCFA formula for deriving the
monthly capitation rate assumed that
outpatients receive about 70 percent
of the physician services received by
inpatients and adjusted the monthly
fee accordingly. GAO found that, on
the average, outpatients were seen

about 25 percent as often as inpatients.

Using the GAO percentage in the aver-
age monthly payment formula would
reduce Medicare allowed charges for
physicians’ services by about $11.8 mil-
lion annually. Furthermore, GAO found
that, by using special dialysis proce-
dure codes, ESRD physicians receive
higher payments without showing that

the services provided were greater than
those provided to other hospital inpa-
tients. However, HCFA and Medicare
carriers did not define what services
should be provided under the special
codes. In addition, GAO estimated that
an annual savings of about $1.3 mil-
lion could be achieved by reimbursing
physicians for hospital dialysis visits on
the basis of hospital visit codes rather
than special dialysis visit codes. Finally,
GAO identified about $721 thousand in
incorrect payments and another $527
thousand in questionable payments cov-
ering periods of up to 3 years. Most of
the incorrect payments resulted from
administrative complexities involved in
the collection procedures for hospital-
ized ESRD patients who receive main-
tenance dialysis. GAO believes that the
use of a capitation payment system for
both inpatients and outpatients would
eliminate some of these administrative
problems.

Open Recommendations to
Agencies

If the recommendation for a total
caption system is not accept-

ed, the Secretary of Health and
Human Services should direct the
Administrator, HCFA, to either: (1)
eliminate the special dialysis visit pro-
cedure codes and pay physicians for the
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services provided to hospitalized ESRD
patients during dialysis on the basis
of hospital visit codes; or (2) modify the
dialysis visit codes to reflect the nature
and scope of physician services provid-
ed during dialysis and the amounts
other physicians receive for the same
or gimilar seivices.

Status: Action in process. HHS did
not comment on the final report but,
in commenting on the draft report,
HHS said it generally agreed with this
recommendation and would study the
best way to implement it. This study
is underway.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to develop and
implement a total caption system to
reimburse renal physicians for all rou-
tine physician services provided to
ESRD beneficiaries. Such a system
should be based on the current month-
ly capitation payment rates adjusted
for home patient care and the value
of routine hospital visits as discussed
in this report.

Status: Action not yet initiated. HHS
did not comment on the final report,
and its comments on the draft report
were noncommittal.

GAO/OIRM-87-1 Recommendations
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Medicare’s Policies and Prospective Payment Rates for
Cardiac Pacemaker Surgeries Need Review and Revision

HRD-85-39, 02/26/85

Background

Pursuant to a congressional request,
GAO reviewed the impact on Medicare
costs oft (1) pacemaker manufacturers’
warranty policies; (2) pacemaker man-
ufacturers’ marketing policies; and (3)
hospitals’ procedures for acquiring and
charging for pacemakers. In addition,
GAO analyzed the impact of hospitals’
and manufacturers’ policies on the rea-
sonableness of Medicare’s new payment
rates under the prospective payment
system.

Findings

GAO found that, although pacemaker
manufacturers offer discounts ranging
from 5 to 40 percent, very few hospi-
tals have obtained discounts because:
(1) manufacturers do not advertise dis-
counts; and (2) the cost reimbursement
system used by Medicare in 1981, which
was used as the base for reimburse-
ment rates under the prospective pay-
ment system, did not provide incen-
tive for hospitals to seek discounts.
GAO also found that: (1) most hospi-
tals do not enhance their ability to
obtain discounts by coordinating pace-
maker purchases with their practicing
physicians or with affiliated hospitals;
(2) it could not obtain enough data
to determine whether hospitals gener-
ally take advantage of warranty cred-
its for replacement pacemakers; (3) the
prospective payment system provides an
incentive for hospitals to take advan-
tage of warranty credits; and (4) the
data used by the Department of Health
and Human Services (HHS) to compute
prospective payment rates for pacemak-
er surgeries contained errors, includ-
ing the use of unaudited hospital cost
reports and classification of pacemak-
er cases under the wrong diagnostic-
related groups (DRG). In addition, GAO
stated that HHS may need to: (1)

establish separate DRG’s for procedures
involving dual chamber pacemakers
and guidance for the appropriate use of
such pacemakers; and (2) require that
all explanted pacemakers be returned
to their manufacturers for testing.

Open Recommendations to
Agencies

The Secretary of Health and Human
Services should require hospitals to
return all explanted pacemakers and
leads to the manufacturers, require
the manufacturers to test all returned
pacemakers and leads, and require the
manufacturers to report the results of
the tests to the hospitals. This would
provide the information necessary to
determine the extent to which warranty

. credits are being issued.

Status: Action not yet initiated.

The Secretary of Health and Human
Services should use the information
obtained through implementation of the
recommendation concerning the return
to the manufacturer of explanted pace-
makers to ensure that Medicare benefits
when warranty credits are issued.

Status: Action not yet initiated.

The Secretary of Health and
Human Services should direct the
Administrator of the Health Care
Financing Administration (HCFA),
when updating pacemaker DRG rates,
to use data that are as current as pos-
sible to reflect the improved efficiency
that should result from the incentives
toward prudent pacemaker purchasing
under Medicare’s prospective payment
system.
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Status: Action not yet initiated.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to review the
appropriateness of the classification
under DRG 117 of procedures that
involve replacement of pacemaker sys-
tems with those that do not.

Status: Action not yet initiated.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to determine the
conditions under which the use of dual
chamber pacemakers is medically war-
ranted.

Status: Action not yet initiated.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to determine if
the increased use of dual chamber pace-
makers, to the extent justified by med-
ical necessity, warrants establishing
separate DRG’s for them,

Status: Action not yet initiated.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to review the
situations resulting in the replacement
of pacemakers that are still function-
ing within specifications to determine if
unnecessary replacements occur and, if
80, take action to minimize unnecessary
replacements.

Status: Action not yet initiated.

GAQ/OIRM-87-1 Recommendations
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Medicaid Overpayments Made to Hawaii Should Be

Disallowed

HRD-85-47, 03/20/85

Background

GAO reviewed Hawaii Medicaid oper-
ations to determine if federal Medicaid
funds were properly used as a secondary
resource to pay for medical costs that
resulted from motor vehicle accidents.

Findings

GAO found that; (1) Hawaii did not
always follow federal statutory require-
ments to use other insurance available
to Medicaid recipients before Medicaid;
(2) under its no-fault motor vehicle
insurance law, Hawaii allowed insur-
ers to exclude medical coverage for

Medicaid recipients who in certain cir-
cumstances were injured while driv-
ing their vehicles; and (3) when the
coverage for Medicaid recipients was
not excluded, Hawaii was not actively
pursuing collections from the no-fault
insurers. GAO estimated that, during
the fiscal years 1982 to 1984, Hawaii
paid about $1.4 million in federal funds
for health services that it would not
have paid if it had followed Medicaid’s
third-party liability provisions.

Open Recommendations to
Agencies

The Administrator of the Health
Care Financing Administration (HCFA)

should recoup the federal portion of
Medicaid payments for which Hawaii
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payer and disallow future Medicaid
claims of this nature.

Status: Action in process. HCFA
notified Hawaii that its no-fault insur-
ance statute does not comply with the
law and has requested a corrective
action plan. Additionally, HCFA plans
to disallow future Medicaid federal
financial participation to the extent the
situation is not corrected, if this action
is approved by its General Counsel

Health Care Services

Payment for Inpatient Alcoholism Detoxification and
Rehabilitation Services Under Medicare Needs Attention

HRD-85-60, 04/29/85

Background

Under Medicare’s prospective payment
system (PPS), hospitals are paid on the
basis of patient illness and receive pre-
determined rates for treating patients
with the same diagnosis which are
combined into diagnosis related groups
(DRG). GAO evaluated hospitals’ com-
pliance with Medicare guidelines for
inpatient treatment of alcohol abuse
and examined the effects of PPS rates
on the delivery and payment of alco-
holism treatment services.

Findings

GAO found that PPS rates do not
accurately reflect the cost of alcoholism
care for most individual cases because
the rates do not typify actual treat-
ments. As a result, the payment rates
may overpay hospitals for one treat-
ment and underpay for other treatments
giving hospitals economic incentives to
provide the overpaid treatments and
disincentives to provide the underpaid
treatments, regardless of the need. The
Health Care Financing Administration
(HCFA), in its efforts to obtain bet-
ter data to develop prospective rates
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for alcoholism treatments, has made
no provisions to check the accuracy of
hospitals’ reports concerning whether
treatments included detoxification ser-
vices, rehabilitation services, or both.
GAO also found that Medicare pro-
vides guidelines that limit coverage
for alcohol-related services, but that
Peer Review Program (PRO) interme-
diaries have not adequately enforced
the guidelines resulting in question-
able payments for alcoholism care. PRO
intermediaries may improve alcoholism
claims review efforts but many PRO
contracts do not contain assurances that
all aspects of Medicare’s guidelines will
be applied in the reviews.

GAO/OIRM-87-1 Recommendations
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Open Recommendations to
Agencies

The Administrator, HCFA, should
refine the study of alcoholism treat-
ment DRG by: (1) verifying, on a sam-
ple basis, the data submitted by hospi-
tals; and (2) identifying and accounting
for all types of treatments, including

detoxification, rehabilitation, combina-
tion, and recap or reinforcement treat-
ments.

Status: Action in process. Estimated
completion date: 10/87. HCFA revised
the alcoholism DRG in line with this
recommendation in the September 3,

1985, modifications to PPS. On June 3,

1986, HCFA continued, until fiscal year
(FY) 1988, the exemption of alcoholism
treatment hospitals and hospital units
and said that it would refine the data
for setting the prospective payment
rates for alcoholism DRG during this
period.

Health Care Services

Procedures for Avoiding Excessive Rental Payments for
Durable Medical Equipment Under Medicare Should Be

Modified

HRD-85-35, 07/30/85

Background

Pursuant to a congressional request,
GAO evaluated the probable effects
of implementing certain Department
of Health and Human Services (HHS)
procedures for avoiding excess rental
payments on durable medical equip-
ment under Medicare. HHS prepared
instructions which stated that Medicare
would pay for all low-priced medical
equipment on a purchase basis and
high-priced equipment on a purchase
basis if the expected duration of need
showed that purchase was less costly
than rental. However, the effects of the
instructions were uncertain because of
two conflicting studies on the imple-
mentation of the procedures.

Findings

GAO found that the primary difference
between the studies was in the length
of time that a beneficiary rented a
piece of equipment. Under the current
instructions, if all low-cost items were
reimbursed on a purchase basis, there
would be a reduction of 21 percent in
the allowable costs, compared with the
15-percent increase in costs reported in
the HHS grantee study. GAO also found
that HHS could increase its savings if
it allowed beneficiaries 1 month’s rent
before limiting reimbursement to the
purchase price. Although excess rentals
were a large portion of the total allowed
charges for high-cost equipment, there

were insufficient data to reliably predict
when purchasing would be less costly
than renting. GAO generally agreed
with the grantee’s conclusion that the
probability of savings from implemen-
tation of the existing instructions for
high-cost items would be uncertain.
Because GAO believed that the prob-
lem needed more attention, it simulated
the potential savings of several alter-
native solutions that did not require
the use of medical necessity forms to
reduce the excess charges and found
that the best approach would be to
put a cap on the amount of equip-
ment rental payments; however, the
disadvantage to this approach would
be that medical suppliers would have
to agree to accept whatever percent-
age was adopted. Presently, Medicare
does not require that suppliers accept
Medicare payments rates and, without
an smendment to the law, suppliers
could charge beneficiaries for any dif-
ference between the cap and the total

rental charges as long as it was needed.

Open Recommendations to
Congress

The Senate Committee on Finance

should consider whether a legislative
change is warranted that would limit
rental allowances for high-cost durable
medical equipment items to a specific

percentage in excess of the purchase
Dage 10E

price. Such a change would provide
that Medicare rental payments for high-
cost durable medical equipment may be
made only on the basis of an assignment
where the supplier agrees to accept
the Medicare allowances and related
limitations.

Status: Action not yet initiated.

Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the
Administrator of the Health Care
Financing Administration to modify
the December 1984 instructions deal-
ing with the reimbursement of low-
cost durable medical equipment items
on a purchase basis to provide for a
1-month waiting period and that such
modified instructions be implemented.

Status: Recommendation valid/action

not intended. In its comments on the
report, HHS gave the same reasons for
disagreeing with this recommendation

as it gave in commenting on the draft
report. GAO disagrees with the HHS

position. HHS stated that it is study-

ing rental/purchase patterns to see if

savings can be obtained.
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Additional Changes to the Medicare Reimbursement Rates
for Major Joint Procedures Are Needed

HRD-85-109, 09/12/85

Background

GAO reviewed the increase in the
Medicare payment rate for bilateral or
multiple joint replacement procedures
in light of the resources used by the
providers program costs.

Findings

GAO found that: (1) the payment rate
for bilateral or multiple joint replace-
ments was inadequate; (2) multiple
replacements required more hospital
resources than single replacements; (3)
charges for these procedures exceeded
payments by an average of $12,600;
(4) performing multiple replacements
under separate hospitalizations could

unnecessarily increase the costs of the
Medicare program; and (5) 18 percent
of all revision surgeries performed in
1984 were paid for at a lower rate.
GAO also found that: (1) all major joint
revision surgeries should be included
under diagnosis-related group (DRG)
209 where each diagnosis requires
about the same amount of resources
to treat; (2) all hip repair procedures
should be included in DRG 210 and 211
because they are similar in resource
requirements and clinical perspective;
(3) the higher-cost revisions currently
included in DRG 442 and 443 helped
raise the overall Medicare payment
rate and provided inadequate reim-
bursement for this surgery; and (4) the
inequity in the payment rate for multi-
ple replacements, if uncorrected, could

adversely affect Medicare beneficiaries
and the Medicare program.

Open Recommendations to
Agencies

The Administrator of the Health
Care Financing Administration (HCFA)
should include all revisions of prior
joint replacements under DRG 209,

Status: Action taken not fully
responsive., HCFA stated that the rec-
ommended change might provide a rem-
edy for surgical procedures. It would
offset other DRG and, therefore, would
require substantial study. Such a study
has not been undertaken.

Health Care Services

Nondisclosure of Ownership Information by Health Plans

HRD-86-10, 11/22/85

Background

In response to a congressional request,
GAO reported on compliance with fed-
eral requirements for ownership infor-
mation disclosure by prepaid health
plans participating in the Arizona
Health Care Cost Containment System
(AHCCCS). AHCCCS is a Medicaid
demonstration project set up to devel-
op and test health care cost control
innovations.

Findings

GAO found that many AHCCCS health
plans have not complied with feder-

al disclosure requirements intended to
determine the appropriateness of own-
ership and control arrangements and
related-party transactions, raising ques-
tions about: (1) the availability of fed-
eral funding for health plan opera-
tions during the periods of noncompli-
ance; and (2) continued federal parti-
cipation in AHCCCS health plans that
have not complied. GAO also found
that AHCCCS and the Health Care
Financing Administration (HCFA) have
not ensured compliance with the disclo-
sure requirements before awarding and
renewing contracts. Of the 19 health
plans awarded contracts in the second

Paca 1RA

year: (1} 3 did not disclose direct or
indirect ownership; (2) 1 did not disclose
officers or directors; and (3) 18 had their
contracts renewed for a third year with-
out assurance of compliance with disclo-
sure requirements. GAO found that: (1)
related-party transactions can enable
health plans to divert program funds
from their intended purpose to pay
for unnecessary administrative costs

or excessive profits; (2) none of the

15 plans required to submit disclo-
gure statements on related-party trans-
actions for the first year submitted them
on time and only 4 submitted any at
all; (3) 7 of the 18 plans required to

GAO/OTRM.R7.1 Recommendations
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submit statements for second-year oper-
ations failed to do =0, and 8 that did
submit them were late; and (4) federal
financial participation was not denied
in cases where health plans did not
promptly disclose these transactions.

Open Recommendations to
Agencies

The Secretary of Health and Human
Services (HHS) should direct the
Administrator, HCFA, to review
AHCCCS plan contract proposals and
renewal submissions to determine
whether health plans complied with
the ownership and control disclosure
requirements and the extent to which
federal financial participation should
be recouped for payments made to
AHCCCS heaslth plans that did not
comply.

Status: Action taken not fully
responsive. HCFA plans to act on this
recommendation only if the Arizona
Attorney General finds that the non-
compliance was with the intent to
defraud.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to obtain from
each health plan, that did not provide
full and complete disclosure of related-
party transactions on time, an expla-
nation of the reasons for nondisclosure
and, based on an evaluation of those
reasons, determine the extent to which
federal financial participation should be
recouped for periods of nondisclosure.

Status: Action taken not fully
responsive. HCFA plans to act on this
recommendation only if the Arizona
Attormey General finds that the non-
compliance was with the intent to
defraud.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to direct
AHCCCS to review reported related-
party transactions to ensure that they
do not divert capitation payments from
health care.

Status: Recommendation valid/action
not intended. HCFA does not plan to
retrospectively review the appropriate-
ness of related party transactions.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to establish pro-
cedures to ensure that HCFA does not
approve future Medicaid contracts that
are lacking required disclosure of own-
ership and control arrangements.

Status: Action not yet initiated. HHS
has taken action to ensure future pro-
posals from state Medicaid agencies
to utilize pre-paid contractors will be
reviewed to ensure that safeguards are
in place prior to approval

Health Care Services

Medicare: Past Overuse of Intensive Care Services Inflates

Hospital Payments

HRD-86-25, 03/07/86

Background

GAO analyzed the changes in intensive
care units (ICU) since the implemen-
tation of the prospective payment sys-
tem (PPS) in order to: (1) estimate the
extent to which, prior to PPS, Medicare
patients received ICU services when
less costly routine care would have been
a feasible option; (2) determine whether
hospital practices regarding the use of
ICU services changed after PPS; and
(3) ensure that changes in such utiliza-
tion are reflected in Medicare payment
rates.

Findings

GAO found that 23 percent of the
Medicare ICU patients reviewed were
at low risk of needing a treatment pro-
vided in an ICU and did not receive
such treatment during their ICU stay.
In 21 diagnosis-related groups, an aver-
age 1.1 percent of costs of care reflected
the extra expense of treating low-risk
patients in ICU, or an increase of
about $3.2 million in the Medicare
cost base. GAO noted that situations
affecting medical practices that con-
tributed to avoidable ICU admission
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and changing hospital practices and
attitudes indicated that PPS was meet-
ing a major objective of encouraging
hospitals to operate more efficiently.
Hospital officials attributed improve-
ments to physician awareness and the
fact that they were responding to antic-
ipated pressures for improved efficiency
under PPS. Medicare requires that PPS
rates reflect the costs necessary for the
efficient and effective delivery of medi-
cally appropriate and necessary care of
high quality; however, the data used
to set the rates included the costs of
unnecessary services. The costs, there-
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fore, of providing appropriate medical
services economically and efficiently are
overstated. As long as the data base
remains inflated, Medicare's PPS rates
will remain high.

Open Recommendations to

Agencies

The Secretary of Health and Human
Services (HHS) should revise prospec-

tive payment rates to base them on
1984 or later cost data, which reflect
hospital behavior under PPS,

Status: Action not yet initiated. HHS
has not commented on the report.

Health Care Services

Medicare: Existing Contract Authority Can Provide for
Effective Program Administration

HRD-86-48, 04/22/86

Background

GAO evaluated the Health Care
Financing Administration’s (HCFA)
management of Medicare claims proc-
essing under noncompetitive cost reim-
bursement contracts and eight com-
petitively bid fixed-price contracts to
determine whether: (1) the advantages
of fixed-price competition justify broad-
er use of this method of contracting;
and (2) the Department of Health and
Human Services’ (HHS) current author-
ity is sufficient to achieve increased
administrative efficiency without a
change in contracting methods.

Findings

HHS was given legislative authority to
experiment with fixed-price or incen-
tive arrangements with contractors as
a way of potentially reducing costs and
improving program administration. The
Deficit Reduction Act (DEFRA) gave
HHS additional authority to use com-
petition on a limited basis to remove
poorly performing contractors from the
program. GAO found that: (1) the
competitive contracts have not demon-
strated any clear advantage over cost
contracts; (2) HHS has been success-
ful in controlling administrative costs
using cost contracts; (3) regular com-
petition would probably increase con-
tractor turnover and the problems
associated with changing contractors,
such as disrupted services and slow-
er payments; and (4) competitive con-

tracting requires more HHS manage-
ment resources. However, GAO believes
that limited use of competitive con-
tracting would be useful since it stim-
ulates some cost contractors to improve
performance and reduce costs. In 1985,
because of budgetary shortfalls, HHS
abandoned the traditional budget nego-
tiation process and reduced the funds
given to each contractor to carry out its
claims processing functions. The cuts:
(1) were made without consideration
of individual contractor circumstances
since even the most cost-efficient con-
tractors were required to reduce costs;
(2) left inadequate funds to implement
additional legislative requirements or
process claims; and (3) were inconsis-
tent with the congressional intent that
cost-cutting measures not adversely
affect program payments and the qual-
ity of service.

Open Recommendations to
Congress

DEFRA authority, allowing HHS to
use a limited number of fixed-price
competitions annually to remove poorly
performing contractors, expires at the
end of fiscal year 1986. Congress should
consider extending this authority or
making it permanent.

Status: Action not yet initiated.
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Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to use a
Medicare contractor budget develop-
ment process that places more empha-
sis on the individual circumstances of
contractors than the formula-based cost
caps. The process should consider the
input of the Medicare contractors in
order to more realistically determine
the funds needed to sufficiently sup-
port program safeguards and ensure
an adequate level of beneficiary and
provider service activities.

Status: Recommendation valid/action
not intended. HHS disagreed with this
recommendation and plans to take no
action.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to increase con-
tractor incentives for saving program
benefit dollars above the minimum per-
formance standards during future revi-
sions of the Contractor Performance
Evaluation Program.

Status: Action in process. In com-
menting on the report, HHS agreed
with this recommendation and indicat-
ed that action would be taken.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to use existing
legislative authorities to remove con-
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sistently poorly performing contractors
from the Medicare program.

Health Care Services

Status: Action in process. In com-
menting on the report, HHS agreed

with this recommendation and indicat-
ed that action would be taken.

Medicaid: Methods for Setting Nursing Home Rates Should

Be Improved

HRD-86-26, 05/09/86

Background

GAO reviewed seven states’ prospective
payment systems, which provide nurs-
ing homes with incentives to reduce
costs without adversely affecting the
quality of health care, to identify weak-
nesses in each phase of the ratesetting
process.

Findings

GAO found that: (1) allowable base
costs were too high because the
seven states did not always estab-
lish specific written criteria limiting
allowable costs; (2) states did not per-
form adequate studies to ensure that
subgroups reflected legitimate differ-
ences in the costs of operating nurs-
ing homes; (3) inflation indices did
not accurately measure inflation with-
in the nursing home industry; and
(4) states did not perform studies to
ensure that established cost ceilings
would maximize nursing homes’ incen-
tives to contain costs without jeopar-
dizing quality care. GAO also found
that: (1) the Department of Health and
Human Services (HHS) did not publish
regulations implementing the Deficit
Reduction Act, which enables the
Health Care Financing Administration
(HCFA) and the states to better control
cost increases resulting from the sale of
a nursing home; and (2) although HHS
regulations require states to submit
assurances that their Medicaid reim-
bursement rates are reasonable and

adequate, HCFA has not established
adequate guidelines to review the basis
for state assurances.

Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to establish
guidelines to be used by states in
making assurances that their nurs-
ing home reimbursement rates are rea-
sonable and adequate. The guidelines
should, at a minimum, provide that
states make assurances that they have:
(1) established specific criteria defining
allowable costs for luxury items; (2)
used the results of audited cost reports
to compute reimbursement rates; (3)
used inflation indices that reasonably
reflect increased costs in the nursing
home industry; (4) performed studies
to ensure that the subgroupings used
resulted in reasonable and adequate
reimbursement for all nursing homes
within the group and that the ceilings
set on reimbursement rates were appro-
priate; (5) performed studies to demon-
strate an actual shortage of nursing
home beds; and (6) established limits
on the effects of sales and leases on
property costs.

Status: Action not yet initiated.

HCFA believes that existing guidelines
reflect congressional intent; however,

Page 169

it will consider additional steps needed
in monitoring and oversight of nursing
home payments.

The Secretary of Health and Human

Services should publish regulations to
implement the provisions of the Deficit
Reduction Act of 1984 relating to the
effects of nursing home sales on allow-
able property costs and provide tech-

nical assistance to the states in devel-
oping or revising prospective payment
systems.

Status: Action in process. HHS antici-
pates publication of a Notice of Proposed
Rulemaking before the end of 1986.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to provide tech-
nical assistance to the states in devel-
oping prospective payment systems.

Status: Action taken not fully
responsive, HCFA believes that it is
responsive to state requests for tech-
nical assistance and intends to pro-
vide assistance when requested. GAO
intended a more pro-active HCFA role
in fundamental, technical decisions
states must make in designing and
revising prospective payment systems.
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Health Care Services

Post-Hospital Care: Efforts To Evaluate Medicare
Prospective Payment Effects Are Insufficient

PEMD-86-10, 06/02/86

Background

In response to a congressional request,
GAO: (1) examined the Health Care
Financing Administration’s (HCFA)
methods for evaluating the Medicare
Prospective Payment System’s (PPS)
effect on post-hospital services; and (2)
developed a plan to determine these
effects.

Findings

GAO found that: (1) the studies the
Department of Health and Human
Services (HHS) is conducting on PPS
will produce limited information on
changes in the use of and expenditures
for Medicare-covered post-hospital ser-
vices; and (2) HHS has no plans to
develop information on whether the
changes it measures are due to PPS
and what effects PPS had on Medicare

beneficiaries and post-hospital services.
GAO developed a two-part plan for

evaluating the effects of the system

on post-hospital care which would use
time series analysis and data compiled
before and after PPS implementation.

Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to undertake
interrupted time-series studies using
data available from the Medicare
Statistical System to determine some
of the effects of PPS on post-hospital
care. In particular, information can and
should be developed about its effects
on the use of and expenditures for post-
hospital skilled nursing home and home
health care services, and on readmis-
sions to Medicare-covered facilities and
mortality rates for episodes of illness
beginning with a hospitalization.

Status: Action in process. Actions
include contracting with consultants
to perform time series analyses.
Specifications and estimated completion
dates have not been reported to GAO.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to expedite the
completion of the Medicare Automated
Data Retrieval System that will reorga-
nize the Medicare administrative data
into a data file which is better able to
support research and evaluation activ-
ities than are the current files.

Status: Action not yet initiated.
HCFA intentions regarding this rec-
ommendation have not been reported
to GAO.

Health Care Services

Issues Raised by Florida Health Maintenance
Organization Demonstrations

HRD-86-97, 07/16/86

Background

GAOQ reviewed Medicare’s health main-
tenance organization (HMO) program
to determine: (1) the adequacy of
financial and quality-of-care safeguards
for Medicare beneficiaries; (2) the rea-
sonableness of Medicare payments to
HMO’s; and (3) the effectiveness of
Department of Health and Human
Services (HHS) oversight.

Findings

GAO determined that: (1) in network-
type HMO’s, the beneficiary protections
concerning HMO financial solvency and
enrollment, were substantially limit-
ed since they delivered many services
through subcontractors; (2) although
the subcontractors assumed most HMO
financial risk, the legislative safeguards
did not apply to them and they had
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received little federal or state over-
sight; and (3) Medicare’s payments to
HMO’s were too high because the pro-
gram did not adjust rates for enrollees’
health status. GAO found that: (1)
HMO enrollees were healthier than
the average beneficiary, as measured
by mortality rates; (2) HMO enrollees
generally would need less medical care
and cost the HMO’s less overall; and
(3) the HMO program is unlikely to
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achieve the intended Medicare saving.
GAO also found that none of the Florida
HMO’s were fully complying with fed-
eral requirements to inform Medicare
enrollees of their rights to grieve and
appeal denied claims or services.

Open Recommendations to
Agencies

The Secretary of Health and
Human Services should direct the

" Administrator of the Health Care
Financing Administration (HCFA) to
ensure that International Medical
Centers, Inc. (IMC) is making reason-
able progress in meeting the 50-50
composition-of-enrollment standard or
take enforcement action if IMC is not
making such progress.

Status: Action in process. In June
1986, HHS told IMC of the additional
actions it needed to take to meet the 50-
50 standard. IMC voluntarily agreed to
freeze Medicare enrollment until 1987.

The Secretary of Health and Human
Services should issue regulations spec-
ifying standards for financial solvency
and enrollment that HMO must require
of those subcontractors, such as IMC-
affiliated providers, that bear sub-
stantial risk, particularly for ser-
vices provided by others. At a min-
imum, the Secretary of Health and
Human Services should require that an
HMO contract with such risk-bearing
affiliates provide HMO’s with annual
audited financial statements for their
use in managing the affiliates and
assessing their own financial condi-
tion. Furthermore, these data should
be made available to HHS upon its
request for use in making qualification
and compliance determinations related
to the financial status of HMO's and
their affiliates.

Status: Action not yet initiated. In
commenting on the draft report, HHS
did not take a clear position on this rec-
ommendation. Comments on the final
report have not been received.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to reduce HMO
payment rates to more accurately
account for the health status of HMO
enrollees, because the methodology used
by HCFA to pay risk-based HMO'’s
currently overpays them on average.

Status: Action not yet initiated. In
commenting on the draft report, HHS
disagreed with this recommendation.
Comments on the final report have not
been received.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to consider the
feasibility of reducing the adjusted aver-
age per capita cost administrative cost-
loading factor to account for paying
agents’ continued involvement in proc-
essing HMO enrollee claims.

Status: Action not yet initiated. In
commenting on the draft report, HHS
disagreed with this recommendation.
Comments on the final report have not
been received.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to test Florida
HMO internal controls over claims
transferred to them by the intermedi-
aries and carriers. This could be accom-
plished by HCFA taking a sample of
paid part A bills and denied part B
claims recently transferred from its pay-
ing agents and verifying that they have
been accounted for and appropriately
acted upon by HMO’s. Alternatively,
the problem could be addressed by
requiring the paying agents to obtain
receipts for the documents transferred.

Status: Action in process. HHS is
working on developing a standard pro-
tocol to be used to monitor HMO pro-
cedures and activities regarding claims
transferred to it.

The Secretary of Health and
Human Services should direct the
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Administrator, HCFA, to develop

a standardized explanation of the
Medicare appeals process and provide it
to HMQ’s for inclusion in their hand-
books or other documents provided to
all Medicare enrollees.

Status: Action in process. HHS is
developing guidelines for HMO’s to use
to improve beneficiary notification of
appeal rights.

The Secretary of Health and
Human Services should require the
Administrator, HCFA, to provide policy
guidance to the Tax Equity and Fiscal
Responsibility Act HMO’s on market-
ing activities similar to the guidance
furnished to the demonstration HMO’s
in February 1984.

Status: Action not yet initiated. In
commenting on the draft report, HHS
did not take a clear position on this
recommendation.

The Secretary of Health and

Human Services should direct the
Administrator, HCFA, to develop an
HMO timeliness-of-payment standard
either through regulations or by includ-
ing it as a standard item in all Medicare
HMO contracts.

Status: Action in process. HHS
is developing timeliness standards for
inclusion in HMO contracts.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to collect from
the HMO payments due for administra-
tive costs under the option B agree-
ments because the intermediaries proc-
essed the claims.

Status: Action in process. HHS is
developing a methodology for imple-
menting this recommendation.

The Secretary of Health and
Human Services should direct the
Administrator, HCFA, to give HMO
guidelines establishing standards they
must use in providing information on
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their internal grievance procedures to
all enrollees.

Status: Action in process. HHS is
developing guidelines for use by HMO’s

regarding notification to beneficiaries of
their grievance rights.

Health Care Services

Alternatives for Paying Hospital Capital Costs

HRD-86-93, 08/11/86

Background

In response to a congressional request,
GAO reported on the Department

of Health and Human Services’
(HHS) methods for including capital
costs related to inpatient services in
Medicare’s prospective payment sys-
tem or for modifying the current cost-
reimbursement system, specifically: (1)
the general principles involved with
prospective payment of capital costs;
(2) the effects of various types of pro-
posals on hospitals; and (3) alternatives
that might lessen any potential adverse
effects.

Findings

GAO found that Medicare’s capital cost-
reimbursement method provides several
incentives that could result in increased
program costs. The cost-reimbursement
method provides incentives to: (1) sub-
stitute capital for labor; (2) borrow

to acquire assets, rather than using
equity sources; (3) acquire new equip-
ment even though it may be only
marginally needed; and (4) refinance

debt. Cost reimbursement: (1) would
increase incentives for efficiency, since
it implies regulation; and (2) guaran-
tees that Medicare will pay its share of
each hospital’s capital costs for provid-
ing care to beneficiaries, thus ensur-
ing that beneficiaries have access to
quality health care, However, GAO
found that prospective payment of cap-
ital costs would reduce or eliminate
the incentives under cost reimburse-
ment, thereby decreasing Medicare
costs. Advantages to the prospective
program are that it would: (1) treat
labor and capital equally; (2) encour-
age the most economical mix of debt
and equity; and (3) encourage reduc-
tions of current hospital excess capac-
ity and proper future sizing. Under
the prospective payment program: (1)
efficient hospitals would be rewarded
more than the less efficient hospitals;
(2) hospitals would receive less than
their actual costs during the first years
of an asset’s useful life and more than
their actual costs in later years; and
(3) some hospitals would receive higher
payments, depending on their average
costs and occupancy rates. Since the
system has not been tested, the long-
term effect on hospitals’ ability to raise
capital improvement funds cannot be
predicted.

Page 172

Open Recommendations to
Congress

To lessen the immediate effects of
prospective capital payment on hos-
pitals, the House Ways and Means
Committee’s Health Subcommittee may
wish to consider alternatives to the
HHS proposal, including: (1) using a
long transition period to full prospective
capital payment to lessen the imme-
diate effect on individual hospitals,
identify emerging problems, and make
adjustments if necessary; (2) initially
covering only movable equipment under
a prospective capital payment system,
which also would lessen the effect on
individual hospitals, permit HHS to
gain experience with prospective capital
payments, and provide information to
be used in deciding whether to move to
a total prospective payment system for
capital costs; and (3) making changes to
the current cost-reimbursement system
to give hospitals greater incentives for
efficiency similar to those of prospec-
tive capital payment. These changes
could be targeted at perceived capital
payment problems and therefore affect
fewer hospitals.

Status: Action in process.
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Health Care Services

Defense Health Programs: Savings Available by Using
Two Medicare Cost-Containment Techniques

HRD-86-115, 08/25/86

Background

GAO reviewed the Civilian Health and
Medical Program of the Uniformed
Services (CHAMPUS) to determine
whether it could better contain costs
for professional services if it adopted
two cost-containment techniques used
in the Medicare program, including: (1)
a fee schedule for outpatient laboratory
services; and (2) an economic index for
physician services.

Findings

GAOQO analyzed five states’ payment

records and found that the maximum
allowable charges under CHAMPUS

were 80 percent of the customary
charges, while Medicare allows only

75 percent. If CHAMPUS used: (1) the
Medicare fee schedule, it would reduce
its laboratory services costs and its
intermediaries would not have to main-
tain allowable-charge data for most lab-
oratory services; and (2) the Medicare
economic index for physician services,
it would limit increases in allowable
charges to those resulting from changes
in physician operating costs and general
wage changes. However, the impact of
these alternative reimbursement tech-
niques on CHAMPUS beneficiary costs
will depend on providers’ willingness
to accept the CHAMPUS allowable
charges as payment-in-full, If providers
do not accept the CHAMPUS allow-
able charges, beneficiaries will be
responsible for the difference.

Open Recommendations to
Agencies

The Assistant Secretary of Defense
(Health Affairs) should take the neces-
sary action to adopt: (1) the Medicare
laboratory fee schedule and associated
reimbursement practices as the basis
for reimbursing providers for laborato-
ry services under CHAMPUS; and (2)
the Medicare economic index method of
limiting increases in allowed charges
for physician services.

Status: Action not yet initiated. The
recommendations are under considera-
tion within DOD.

Health Care Services

Reviews of Quality of Care at Participating Hospitals

HRD-86-139, 09/15/86

Background

GAO reported on the qual-

ity of medical care provided to
in-hospital Medicare beneficiaries,
specifically the Health Care Financing
Administration’s (HCFA) increased
requirements for utilization and quality
control peer review organizations (PRO)
to monitor the quality of care provided.

Findings
GAO reviewed PRO in California,
Florida, and Georgia. Although HCFA

expanded its requirements for the sec-
ond contract period for PRO to monitor
the quality of care provided Medicare
beneficiaries, GAO found that PRO
failed to: (1) compile and analyze
the data on beneficiaries’ substandard
care during the first contract period to
identify providers with recurring qual-
ity problems that might need further
review; or (2) monitor whether hospi-
tals were allowing patients to remain in
the hospital while awaiting placement
in a nursing home.
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Open Recommendations to
Agencies

The Administrator, HCFA, should
require PRO to include quality-of-care
review data available from the 1984

through 1986 contract period in their
profiling of hospitals and physicians.

Status: Action not yet initiated.
HCFA has not commented on the
report.

The Administrator, HCFA, should
require PRO to, as part of their
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discharge reviews, include an assess-
ment of the appropriateness of dis-
charge destinations to better ensure
that patients needing skilled nursing
care are allowed to remain in the hos-

pital while awaiting placement in a
nursing home,

Status: Action not yet initiated.

HCFA has not commented on the
report.

Health Care Services
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Background

In response to a congressional request,
GAO reviewed the status of emergency
medical services programs in the United
States, specifically: (1) the effect of
the transition from federal to state
leadership under the Preventive Health
and Health Services block grant on local
emergency medical services; and (2) the
significant issues and barriers affecting
the appropriate and timely delivery of
local emergency medical services.

Findings

GAQ reviewed six states’ practices and
found that: (1) states have taken more
control of financing and regulating the
local delivery of emergency medical ser-
vices; (2) states have increased fund-
ing for emergency medical services by
28 percent since 1983; (3) states could
better coordinate their federal highway

safety funds with their overall emergen-
cy medical services strategies; (4) more
than 50 percent of the nation does not
have access to the emergency telephone
number 911 because of high installation
and operating costs and local ambulance
services’ reluctance to join an areawide
telephone receiving system, resulting
in a less timely delivery of emergen-
¢y services; (5) many rural areas lack
advanced life support ambulance ser-
vices; (6) many states do not have spe-
cialized trauma centers; and (7) because
trauma centers treat a disproportion-
ate share of severe cases, the averag-
ing aspect of payment under Medicare’s
diagnosis-related groups (DRG) method
may not adequately compensate them.
GAO believes Congress should: (1) pro-
mote broader 911 coverage by imple-
menting a federal loan program to
finance 911 start-up costs and by per-
mitting existing loan funds to be used
by local governments for 911 imple-
mentation; and (2) permit local areas
to replace outmoded communications
equipment using block grant funds.
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Open Recommendations to
Agencies

The Secretary of Health and Human
Services should direct the Health Care
Financing Administration (HCFA), as
part of its continuing assessment of
DRG, to determine whether they have
an adverse financial impact on trauma
centers. The results of this analysis
should be considered along with other
factors in assessing the need for a
change in the trauma-related DRG
payment rates. The Secretary should
also direct HCFA to determine whether
Medicaid reimbursement rates set by
the states have an adverse financial
effect on trauma centers as part of its
review of each state’s reimbursement
criteria and methods.

Status: Action not yet initiated. The

agency is still reviewing this recom-
mendation.
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Health Planning and Construction

DOD Needs Better Assessment of Military Hospitals’

Capabilities To Care for Wartime Casualties

HRD-81-56, 05/19/81

Background

GAO reviewed the Department of
Defense’s (DOD) efforts to provide med-
ical facilities for American casualties
who would be returned to the United
States for medical care in the event of
a war in an overseas area.

Findings

The latitude provided in DOD guidance
on the wartime use of military hospi-
tals in the continental United States
(CONUS) permits significant differences
in the way the military services deter-
mine the extent of care that could be
provided in their facilities if a war
began. Under DOD guidance, the ser-
vices have adopted different: (1) tran-
sition plans for converting individu-
al hospitals to handle wartime casual-
ties; (2) methods for identifying capac-
ity of individual hospital facilities to
expand the care for wartime work
load; (3) stockpiling policies for medical

materiels to meet mobilization expan-
sion requirements; (4) types of buildings
as wartime assets to augment hospital
capacity; and (5) policies for retention of
closed hospitals as future mobilization
facilities. As a result of these differ-
ences, DOD does not have an accurate
assessment of the medical mobilization
capacity of CONUS military facilities.
Recently, DOD has given little consider-
ation to mobilization in configuring new
hospitals, and its construction planning
has been directed primarily to meet-
ing design requirements for peacetime
operations. Economic feasibility stud-
ies performed by the services before
undertaking hospital construction proj-
ects have been used primarily to select
the most cost-effective means of meet-
ing peacetime military medical care
needs. Design concept studies performed
to determine configuration of new hos-
pitals before construction are orient-
ed to meeting peacetime performance
requirements,

Open Recommendations to
Agencies

The Secretary of Defense should provide
guidance to the military services by
identifying adjustments in normal hos-
pital operation procedures for nursing
units and central surgical and medical
support areas necessary to accommodate
emergency expansion and compressed
bed spacing during mobilization.

Status: Action in process. Estimated
completion date: 12/86. DOD recognized
that it did not have adequate instruc-
tions for the services to follow in devel-
oping mobilization plans. DOD issued
a directive on mobilization planning in
April 1986, and plans to issue instruc-
tions on medical facility planning.

Health Planning and Construction

VA Health Care: Too Many Operating Rooms Being

Planned and Built

HRD-86-78, 04/29/86

Background

GAO examined the Veterans
Administration’s (VA) method for deter-
mining operating room requirements
in new and replacement hospitals and
identified the differences between VA-
stated operating room needs and the
requirements a GAO surgical work load
model identified.

Findings

GAO found that VA is developing an
operating room planning model at its
Ann Arbor Medical Center which would
permit planners to: (1) use indepen-
dently established utilization rates for
each facility instead of a more efficient
agency-wide preestablished rate to plan
operating room resources and staff; and
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(2) develop work load projections to
reflect possible changes in planning
factors without central office guidance
to ensure that projections are consis-
tent, realistic, and in line with cur-
rent or planned policy. GAO applied
its model for determining VA operat-
ing room requirements to 24 construc-
tion projects and found that VA: (1) is
building or plans to build 29 unneces-
sary operating rooms; (2) could have
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saved about $5.8 million by applying
the GAO model; and (3) could still save
about $3.4 million by eliminating 17
unnecessary planned operating rooms.

Open Recommendations to
Agencies

The Administrator of Veterans Affairs
should direct the Chief Medical Director
to instruct Ann Arbor project officials
to develop a final model that will use
a preestablished 80-percent utilization
rate for determining the number of
operating rooms.

Status: Recommendation valid/action
not intended. VA does not believe that
all facilities should be expected to have
the same utilization rate. VA believes
that it is necessary to consider variable
factors in determining utilization rates.

Health Research

The Administrator of Veterans Affairs
should direct the Chief Medical Director
to give planners guidance on how to
adjust work load projections to reflect
changes in the model’s planning factors
and monitor VA planners’ calculations
of projected work loads to ensure that
adjustments are consistent within the
guidance.

Status: Action not yet initiated. VA
concurred with this recommendation
and stated that appropriate changes
to its criteria will be made based upon
the final results of the planning model
developed by the Ann Arbor project.

The Administrator of Veterans Affairs
should direct the Chief Medical Director
to stop using the current VA operat-
ing room planning criterion and use
the GAO methodology to determine the
required numbers of new or replace-

ment operating rooms until the Ann
Arbor model is implemented.

Status: Recommendation valid/action
not intended. VA believes that the
GAO model is outdated because it was
developed, to a large degree, based

on 1981 data. VA further believes
that it would be better to implement

a planning model which is based on
current cost and work load variables.

The Administrator of Veterans Affairs
should direct the Chief Medical Director
to reassess all existing construction
projects to eliminate, where cost-
effective, unnecessary operating rooms.

Status: Action not yet initiated. VA

agreed with this recommendation and

stated that all construction projects in

the planning stage should be reassessed
based on the new model.

Improvements Needed in Clinical Testing of Anticancer

Drugs

HRD-83-52, 09/26/83

Background

In response to a congressional request,
GAO reviewed the clinical testing of
anticancer drugs and the regulation
of that testing by the Food and Drug
Administration (FDA) to determine: (1)
how well, during its review of new
anticancer drug applications, FDA dis-
charges its responsibility to protect
human test subjects; (2) the manner
in which drug sponsors and institu-
tional review boards carry out their
responsibilities; and (3) whether there
is therapeutic intent during testing of
anticancer drugs.

Findings

GAO found that FDA and the National
Cancer Institute (NCI) have made some
improvements to better ensure that

patients involved in clinical testing of
anticancer drugs are protected. These
improvements include: (1) more mon-
itoring of investigators who perform
the clinical studies for the sponsors;
(2) improved reporting of adverse drug
reactions (ADR); and (3) increased con-
trols over investigational new drug
(IND) supplies. However, GAO believes
that additional actions are needed.
Delays by FDA reviewers in completing
written reports on deficiencies result-
ed in FDA sending deficiency letters
to sponsors 2 to 5 months after an
application was received. GAO found
instances where FDA was notified that
its recommendations were not imple-
mented because of a lack of a reporting
system. Also, sponsors do not always
submit amendments to FDA for review
and, when they are submitted, FDA
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frequently does not review them or does
not review them in a timely manner.
GAO found 12 protocols involving five
drugs that had not been submitted to
FDA for review. FDA regulations are
not specific regarding: (1) the definition
of ADR; and (2) the time frames during
which these reactions should be report-
ed to FDA. In addition, it is difficult to
determine in many instances whether
a change in a patient’s condition was
caused by IND or by some other fac-
tor. Finally, GAO found that NCI does
not require monitoring visits, but plans
to expand the number of investigators
visited.

Open Recommendations to

Agencies

The Secretary of Health and Human
Services (HHS) should require the
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Commissioner, FDA, to give sponsors
and clinical investigators more precise
guidance as to what types of reactions
they should report as ADR and when
they should report possible ADR in
cases in which the reaction’s relation-
ship to the drug is uncertain. This
should include specific time frames for
reporting ADR to FDA.

Status: Action in process. A proposed
rule revising IND regulations was pub-
lished on June 9, 1983. This proposal
is now under Office of Management
and Budget (OMB) review. Completion
of corrective action on this recommen-
dation is contingent on the approval
and publication of a final rule.

The Secretary of Health and
Human Services should require the
Commissioner, FDA, to urge sponsors,
if they have not already done so,
to establish definite time frames for
clinical investigator reporting of ADR,
which will allow the sponsors time to
meet FDA reporting requirements.

Status: Action in process. A proposed
rule revising IND regulations was pub-
lished on June 9, 1983. This proposal

is now under OMB review. Completion
of corrective action on this recommen-
dation is contingent on the approval
and publication of a final rule.

The Secretary of Health and Human
Services should instruct sponsors to
label, or otherwise highlight, ADR
forms or mailing envelopes to ensure
that ADR will be recognized and dealt
with immediately upon their arrival at
FDA.

Status: Action in process. A proposed
rule revising IND regulations was pub-
lished on June 9, 1983. This proposal
is now under OMB review. Completion
of corrective action on this recommen-

dation is contingent on the approval
and publication of a final rule.

The Secretary of Health and
Human Services should require the
Commissioner, FDA, to: (1) issue final
sponsor-monitoring regulations; and (2)
establish specific requirements for infor-
mation to be included in progress
reports submitted by sponsors of drug
studies.

Status: Action in process. A proposed
rule revising IND regulations was pub-
lished on June 9, 1983. This proposal

is now under OMB review. Completion
of corrective action on this recommen-

dation is contingent on the approval
and publication of a final rule.

The Secretary of Health and
Human Services 